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H.R.I. Students win top Accountancy Honours! 


H.R.I, extend congratulations to their Students and proudly present yet another splendid 
record of top Honours won throughout Australia at these recent Accountancy tests. 
Space permits listing of FIRST Honours only. 


AUSTRALIAN SOCIETY OF ACCOUNTANTS — OCTOBER 1960 EXAMINATIONS 


(Space permits listing of First Honours only) 


STAGE 1 Commonwealth Income Tax Law 
Accounting and Auditing: Ist Vic. E. R. Crowe (aeq.) 
Ist N.S.W. L. J. Davis Commercial Law “B” 
Ist Qid. A. W. Warr Ist Aust. H. C. Blenkiron 
Tst¢ S.A. , R. G. Lewis Ist N.S.W. ae L. A. De Veaux 
Ist W.A. 1. G. Atkins Ist Vic. oe H. C. Blenkiron 
Commercial Law “A Ist Qid. W. Tonisson 
Ist N.S.W. K. L. Hogan (aeq.) Ist S.A. K. J. Bockman 
Ist Qld. B. G. Kruttschnitt STAGE 3 

Advanced Accounting “A 

ca STAGE 2 Ist N.S.W. R. F. H. Berryman 
Company Law Ist Qld. P. Marlow 
Ist W.A. A, J. Dolin Is¢ S.A. A. J. O'Connor 
Company Accounts Ist W.A. N. C. Boundy 
Ist Qld. D. J. Mather (aeq Advanced Accounting “B” 
Ist S.A. N. J. M. Lane Ist N.S.W. E. S. Cartwright 
Ist Tas. J. Hogarth Ist Qld. ar D. A. Mitchell 
Monetary Theory and Practice Auditing 
Tst Aust. R R Ist Aust. na al ca D. J 
Ist Vic. R.C k Ist Qld. Pecneeh ene an D. J 








% H.R.I. won a total of 60 First, Second and Third Honours >~% 
at these tests. 
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EDITORIAL 





Education and the Accountant 


N accountant has been defined as 

“one skilled in accounting’’ and 
accounting as “the art of recording, classi- 
fying and summarising in a significant 
manner and in terms of money, trans- 
actions which are, in part at least, of a 
financial character, and interpreting the 
results thereof.””” 


When related to the complexity of 
modern business, it is obvious that an 
accountant must undergo an advanced 
intellectual training to undertake or dir- 
ect all the functions of accounting. 


How efficient an accountant is at the 
stage when he has completed his examina- 
tions largely depends on the standard of 
the educational facilities with which he 
has been served and how well he has 
availed himself of them. 


It can be argued that a profession is 
no stronger than the educational stan- 
dards by which its members attain quali- 
fication. As our education is so we are. 
Our future and our way of life depend 
in so many ways for their existence and 
development upon education. Our health, 
and our survival when struck by illness 
or injury, depends upon the training re- 
ceived by our doctors and surgeons; the 
basic knowledge of our agrostologists 
and chemists ensures the continuity and 
purity of our food supplies. 


Education is the vital force required 
lor the creation of the world’s wise men, 
and nowhere is its potential more relevant 





l. Kohler — A Dictionary for Accountants. 
2 American Institute of Certified Public Ac- 
countants. 
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than in science which has cradled a tech- 
nological revolution in the past twenty 
years. Some measure of this scientific 
progress is provided by the fact that eighty 
per cent of the products of the well-known 
American Du Pont Corporation did not 
even exist a decade ago. These changes 
in themselves are enough to demand new 
approaches to the problems of education, 
not only for acknowledged professions, 
but also for those upon whom fall the 
heavy responsibilities of management. 


Here is an area of executive control 
with which accountants are inextricably 
linked, and if members of the accounting 
profession are to cope successfully with 
the challenges created by management 
the profession’s educational objectives 
need to be subjected to constant study 
and review. 


Interesting and informative comment 
on standards and facilities for education 
for management and accounting overseas 
is gtven in this issue by Professor E. 
Bryan Smyth, Professor of Accounting 
in The University of New South Wales. 
He was visiting lecturer in the School of 
Business Administration in the University 
of Michigan, U.S.A. from September 
1959 to February 1960, and later visited 
Great Britain and the Continent. 


In his paper, “Some Impressions of 
Business Education Abroad” (see page 
139 of this issue) he compares the edu- 
cational standards and facilities available 
to students of management and account- 
ing in the U.S.A., Great Britain and 
Sweden. He also reviews developments 
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and educational trends 
in overseas university 
schools of business and 
discusses some of the 
issues involved in edu- 
cating accountants and 
business executives of 
the future. 


At the beginning of 
this editorial an attempt 
was made to define an 
accountant. The mini- 
mum qualification was 
mentioned. One addi- 
tional qualification is also 
essential—that of experi- 
ence. Every accountant 
will agree that education 
for his chosen vocation 
does not end with his 
qualification. Just as our 
general education con- 
tinues in the school of 
life, so our education in 
the accounting profes- 
sion continues. We are 
constantly challenged by 
variations of established 
concepts, by new tech- 
niques and methods and 
by the need to adapt such 
innovations to the solu- 
tion of the accounting 
problems _ encountered 
from day-to-day. In 


other words the acquisition of knowledge 
of the profession is a continuing process 
and with it comes that leavening of ex- 
perience vital to the successful account- 


ant. 


Professor Smyth concludes his paper 
with the comment that existing business 
and accounting courses are being criti- 
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T has been said that there is no substitute for experi- 
ence. However, we can benefit by sharing the know. 
ledge and experience of others, particularly if they are 
acknowledged leaders in their specialties. This provides 
another way of adding to one’s educational stature. In 
this regard members of the Society are to have the 
opportunity during the months of April to June of 
attending a series of lecture courses to be presented in 
Australia by four American accounting authorities. 


The courses and the lectures are as follows:— 


Course 1: “Management Control Through Accounting”— 
Mr. Donald J. Bevis, M.B.A., C.P.A., of New York. 


Course 2: “Challenges in Financial Management”—NMr. T. 
Kenneth Haven, A.B., M.B.A., Ph.D., of Detroit. 


Course 3: “Problems in the Planning and Control of 
Production”’—Mr. Morris R. Liles, M.E., of Detroit. 


Course 4: “The Application of Business Research to Ac 
countancy”—Mr. Kenneth G. Stuart, A.B., M.B.A., of 
New York. 

By this time, members will have received a copy of 
the brochure which sets out the details of the arrange- 
ments for the courses and with which is enclosed an 
enrolment form. The courses have already attracted 
widespread interest and those wishing to attend should 
return the enrolment forms to their State Registrar as 
soon as possible to ensure participation. 

The visit of the American lecturers provides a unique 
educational opportunity for all interested in keeping 
abreast of the latest trends and practices in the profes 
sion overseas. 


ie 
RK 
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with the descriptive treatment of fune- 
tional activities. He considers that there 


tional institutions and their methods, but 
it would be unwise to apply their cul 
ricula automatically and uncritically 
our Australian courses. We must write 
our own courses in our own way aid 


cally examined in the United States, where always with the specific requirements and 
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much of the present curricula is concerned 


conditions of our own country in mind. 
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Devaluation as an Initial Step 
in a Programme for Expansion 


By K. A. BLAKEY, D.Phil. (Oxon.), 
Reader in Economics, University of Melbourne. 


“C* XPERIENCE has revealed no other 
instrument as powerful as devalua- 
tion that can be used to restore competi- 
tive power; in conditions in which the 
failure of exports to make headway is 
plainly restricting the level of domestic 
activity and other countries are not 
experiencing similar difficulties, it offers 
a way of escape that cannot be excluded” 
(Radcliffe Report, paragraph 716). 


Though it refers to British experience 
and has been quoted recently in 
London to support the case for devalu- 
ing sterling, this statement has a close 
bearing on present conditions in Aus- 
tralia. The over-valuation of the Aus- 
tralian pound has created a situation 
which is untenable. The Government 
seems ready to apply any expedient 
except the obvious one (devaluation) to 
get out of it. Some of these expedients 
have already been found intolerable, and 
opportunities for constructive Govern- 
ment action have been thrown away, 
month after month, either because of 
timidity allied with a Micawberish optim- 
ism or because of faulty reasoning. 


One unfortunate element in the situa- 
tion is that economists who make press 
statements generally treat devaluation as 
a “dirty” word. They fear that talk of 
devaluation will make people expect it, 
so that there will be speculation on it, 
and consequently a movement of “hot 
money” out of Australia and a drain on 
Overseas reserves. However there should 
be no fear of that now: clearly it is 
safer to bet on the Government’s taking 
the opposite course from that recom- 
mended by outside economists. In any 
case the precise implications of devalua- 
ion as an initial step in a programme 
for expansion are due for an airing. 
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Conditions for Devaluation 


If the Australian pound were devalued 
by 10 per cent, the immediate effects 
would be the same as putting on a surtax 
of 10 per cent on all imports, and taking 
off a 10 per cent tax on all exports. 
These effects could be wiped out very 
quickly by rising internal costs if the 
Government blundered again (as it did 
when import controls were removed) by 
neglecting to make a determined stand 
against inflation. However, provided 
adequate supporting measures are ready 
and are resolutely put into action, de- 
valuation makes good sense as an initial 
step in a long-term programme for 
economic expansion. 

Increasing costs in Australia, and 
declining values of our main exports, 
have in effect caused the true market 
value of the pound to fall below the 
Officially pegged values at which banks 
must satisfy demand for overseas 
currency. The maintenance of fixed 
values for the pound in terms of dollars, 
sterling, etc., in a world market in which 
demand for Australian currency has been 
falling, has meant that over-valuation is 
a fact. If this over-valuation amounts to 
10 per cent (which I think is about right) 
the effect on Australian producers is 
much the same as that of a tax of 10 
per cent on exports and a subsidy of 10 
per cent on imports. Therefore, I would 
say, a devaluation of 10 per cent would 
remove these effects and would simply 
amount to the acceptance of a state of 
affairs which has risen out of past changes 
in world market conditions and cost 
conditions in Australia. 


Alternatives 


A complicated system of variable 
subsidies on exports and duties on imports 
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(or equivalent incentives and disabilities) 
could be devised to offset the effects of 
a varying degree of over-valuation. On 
one hand the remission of payroll tax 
to export producers, now said to be under 
consideration by the Government, would 
work in this direction. (This was a most 
unpopular feature of post-war reconstruc- 
tion policy in West Germany and was 
constantly under fire from European 
competitors and others members of 
GATT). On the other hand, apart from 
the tariff there is a wide range of measures 
—from import licensing to discriminatory 
treatment by bankers — which can be 
used to make things difficult for im- 
porters. 

None of these alternatives has anything 
to recommend it, except as a temporary 
expedient in desperate times, in a country 
which is set on a course of industrial 
development in a competitive world. 
They are all costly, difficult to administer, 
and destructive of competitive power in 
world markets because (among other 
things) they foster entrenched mono- 
polies at home. In theory, just the right 
mixture could exactly offset the dis- 
advantages of exporters and the advan- 
tages of importers due to the over- 
valuation of the currency; but, with the 
best will in the world, Tariff Boards and 
other official agencies could not keep up 
with changing market conditions and the 
manoeuvres of interested parties. 

That leaves the possibility of “putting 
value back into the pound” by deflation, 
unemployment, and an all-round reduc- 
tion of costs and prices. This is not 
worth considering when there is a work- 
able alternative. Neither can we consider 
continued overseas borrowing at a high 
level to finance a deficit which bears little 
relation to development needs. 


Necessary Precautions 


The two main objections to devalua- 
tion are (1) That it will discourage over- 
seas investors, who may fear further de- 
valuation and refuse to risk fixed-term 
funds in a country from which they may 
be repaid at a less favourable rate of 
exchange, and (2) That the effects will 
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be evanescent: that higher costs of im- 
ports in terms of the home currency and 
higher incomes of exporters, together with 
the short-run improvement in Overseas 
balances, will set off an _ inflationary 
sequence in which the short-run com- 
petitive advantages conferred on Austra- 
lian producers will be wiped out by rising 
costs and prices. 


The Government and the Reserve 
Bank can guard against both of these 
possibilities. They must convince over- 
seas investors that this step is not a 
prelude to further devaluation; and they 
must put a stop to internally-generated 
inflation. In other words they must adopt 
a sane, long-sighted economic policy and 
put it into action with such effect that 
there can be no doubt overseas about 
their intentions. The main question is, 
then, whether the Government is capable 
of framing and executing a_ sensible 
economic policy. 


It is commonly argued that a change 
in the official rate of exchange has to be 
a big one, in order to convince people 
that it is adequate and is not a tentative 
step which may foreshadow further de- 
valuation. (This has been widely accepted 
as the reason for the extent of the de- 
valuation of sterling in 1949). This is 
a poor argument. Adequate supporting 
policies are more likely to convince 
people that the new exchange rate is 
a reliable basis for long-term calculation 
than evidence that it under-values the 
pound and leaves room for further infla- 
tion. 


Inflationary Pressures 


Therefore the two difficulties — main- 
taining overseas investors’ confidence and 
preventing rising costs from wiping out 
the benefits of devaluation — reduce to 
a single policy problem. _ Internally- 
generated inflation must be stopped. 

So far as demand inflation is con- 
cerned, this is well within the capacity 
of the Reserve Bank, provided it has 
adequate support from the Treasury. 
The banking system is not excessively 
liquid now, and Dr. Coombs (provided 
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his efforts are not hamstrung by Sir 
Roland Wilson) can keep levels of 
advances and deposits from growing 
excessively. He can also keep the 
activities of non-bank finance companies 
from growing excessively if he and Sir 
Roland co-operate in managing a policy 
based on flexible interest rates. (There 
is the incidental point that flexible 
interest rates should average out lower 
than fixed interest rates). 

However, demand inflation is not the 
whole problem. If demand is contained 
so that prices are stabilised, while costs 
continue to press upwards, then stagna- 
tion results. Cost pressures have 
continued for many years, since inflation 
has come to be accepted as an estab- 
lished institution, because businessmen 
continuously try to increase their margins 
and because trade unions continuously 
try to increase wages as a share of 
aggregate income. 

The removal of demand inflation would 
go some way towards removing the con- 
ditions which have encouraged these 
pressures. Increased competition could 
do the rest. With stable prices both 
wages and profits could increase in pro- 
portion with the increase in productivity, 
with some give and take between them. 
Prospects of industrial expansion, and 
in particular overseas trade prospects, 
would be vastly improved by such a 
result. 


Competition 


The main problem, then, is to increase 
competition and prevent costs in general 
from rising when devaluation has raised 
the landed costs of imports in terms of 
Australian currency. 

In Britain since the war the Mono- 
polies Commission and the _ Anti- 
Restrictive-Practices Court have shown 
how some impediments to competition 
can be broken down. America has a 
much longer history of anti-trust activi- 
ties and they have proved their effective- 
hess this year, as never before, in some 
spheres. There are constitutional diffi- 
culties in the way of similar remedies 
in Australia, but they do not appear to 
be insuperable. 
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In our case, however, the home market 
is so small that entrenched monopolies 
and restrictive agreements between firms 
may survive in the face of every threat 
except that of overseas competition. For 
this reason alone, some reduction of 
tariffs would be worth while. It would 
ensure that the increased competitive 
power of Australian producers in inter- 
national markets which would result 
from devaluation would not be quickly 
lost through increased internal costs. 


Apart from that there is the direct 
effect of devaluation on Australian costs 
and prices, due to the increased prices 
of imports in terms of our currency. Un- 
less appropriate precautions were taken, 
this would be a multiple effect. Finished 
goods imported would cost more and 
this would directly raise living costs and 
lead to pressure for higher wages — to 
which the Arbitration Court would be 
likely to yield. Imported materials and 
components would also cost more to 
Australian producers; these costs would 
be passed on, adding directly and in- 
directly (through further increases in 
living costs and consequent wage claims) 
to the upward pressure on costs. 


If it were a matter of devaluing by 10 
per cent, then a selective reduction of 
tariffs of the order of 10 per cent would 
preclude these effects. 


Long-range Prospects 


Long-term prospects for the Australian 
economy depend on industrial growth, 
which in turn depends on the expansion 
and development of resources — parti- 
cularly human resources. Public and 
private investment, and technical progress, 
must be encouraged if present expecta- 
tions of economic growth are to be ful- 
filled. A continuing substantial inflow of 
overseas capital would make possible a 
more rapid rate of growth (in these terms) 
than otherwise could be attained. 


The maintenance of these conditions 
obviously depends on good management, 
both public and private. Devaluation in 
itself is not an instrument of good public 
management — in fact it amounts to an 
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admission of bad management in the 
past. However, under present conditions, 
it could have a key position as an initial 
step towards establishing a basis on which 
both public and private management 
could operate with more certainty and 
with greater effectiveness. 


In particular devaluation could put 
Australian manufacturers within sight of 


the development of substantial overseas 
markets, and this prospect would be 
enhanced by the supporting measures 
suggested. But the greatest advantage 
would be the prospect of a final break 
with an era of uncertainties engendered 
by inflation, recurrent balance-of-pay- 
ments crises, and tentative, experimental, 
economic policies dictated by short-term 
expediency. 





Notes on Selected Tax 


LOSS SUFFERED BY MONEY 
LENDER 


Arrangements made to release a 
debtor were held to involve a loss 
of a capital nature, not the writing 
off of a bad debt in accordance with 
Section 63 of the Income Tax 
Assessment Act. 


Taxpayer carried on business as a 
money lender in partnership with his 
wife. Arrangements were made with one 
W, employed by an assurance company, 
who acted as an intermediary between 
the taxpayer and persons seeking loans. 

The method adopted was as follows: 
W issued assurance policies to prospec- 
tive borrowers and obtained loans for 
them from taxpayer on the security of 
the policies, receiving commission from 
the assurance company but no remunera- 
tion from the taxpayer. W retained the 
documents which were generally, but not 
always, inspected by taxpayer. Some of 
the borrowers dealt directly with tax- 
payer after W had arranged for them 
to take out an assurance policy. 

The taxpayer suspected that W was 
using the money supplied for his own 
purposes, and that some of the names 
of the borrowers were fictitious. The 
lending of money through W therefore 
ceased, but not before W was indebted 
to taxpayer to the extent of £6,917. 

W’s estate was sequestrated, his state- 
ment of affairs showing a discrepancy of 
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Cases 
By D. C. WILKINS, B.coM., A.A.s.A. 


£13,598. Taxpayer then reduced W's 
debt by £1,409 as a result of the sale of 
a home owned by taxpayer which had 
been occupied by W. 


W, wishing to obtain a discharge from 
the Bankruptcy Court, sought taxpayer's 
agreement to the release of his debt in 
consideration of the issue to taxpayer of 
7000 £1 shares in a company to be 
formed to carry on insurance business. 


By deed, the taxpayer and W released 
each other from their mutual debt, and 
in consideration of that release taxpayer 
and two other parties agreed that tax- 
payer was to be entitled to 7000 fully 
paid £1 shares in B company to bk 
formed. 


B company, however, was _ never 
formed. Instead the AB company was 
incorporated, and subsequently 15,000 
6% preference shares were created, 7000 
of which were issued to taxpayer pur- 
portedly in pursuance of the agreement 
relating to the release of W’s debt. The 
idea was that W’s creditors were to 
receive shares in the AB company m 
exchange for the cancellation of his 
debts. However, not all the creditors 
co-operated, so that W could not obtain 
his discharge from the court. 


The AB company, managed by W, 
incurred debts in the course of develop- 
ment, and by the time the 7000 shares 
were issued to taxpayer the company was 
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insolvent. In less than two years, the 
company went into liquidation with a 
deficiency of £7,103. 


Taxpayer ultimately received £94 as 
a first and final dividend from W’s 


estate. 


The Board of Review decided that the 
deduction for bad debts claimed by the 
taxpayer could not be allowed under 
Section 63 as the debts were not in fact 
written off in the year concerned. The 
agreement relating to the issue of shares 
and the deed of release “constituted an 
arrangement under which the taxpayer 
acquired the 7000 shares, in turn releas- 
ing W from his debt. It was not a settle- 
ment of the debt as such — either wholly 
or in part — by the transfer and accept- 
ance of the shares. In the circumstances, 
whether real value of the shares consti- 
tuted adequate consideration is im- 
material.” 


The loss sustained, the Board con- 
sidered, was a loss on shares of a capital 
nature, and was not a deduction under 
Section 51. 


A deduction also was not allowable 
under Section 71, because W was not an 
employee of the taxpayer. A claim for 
misappropriation made under Section 51 
also could not be allowed, because the 
misappropriations occurred prior to the 
year concerned, although they were not 
quantified until later, when W acknow- 
ledged his indebtedness. 


Reported in 9 C.T.B.R. (N.S.) Case 
10, and 10 T.B.R.D. Case K 42. 


SUBSCRIPTIONS RECEIVED IN 
ADVANCE 


A publisher was subject to tax on 
subscriptions for journals received 
in advance. 


The tax treatment of income received 
for future services to be rendered has on 
many Occasions been the source of con- 
siderable concern to taxpayers, because 
of the conflict between the accounting 
Practice normally adopted in such cases 
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and the strict application of the Income 
Tax Assessment Act to the facts involved. 


A similar situation was the subject of 
a reference to the Board of Review in 
9 C.T.B.R. (N.S.) Case 1. 


The taxpayer company carried on the 
business of a publisher of journals. 
Subscriptions for the journals were 
received in advance, in some cases up 
to two years ahead. These advance 
subscriptions were refundable in certain 
circumstances, such as the death of a 
subscriber. 


The advance subscriptions were carried 
forward in the company’s accounts to 
the year in which the journals were 
published. The taxpayer company treated 
such amounts as money paid in advance 
in anticipation of the fulfilment of an 
obligation to provide a service, and the 
accounts for each year included, there- 
fore, only those subscriptions relating 
to the service performed in that year. 
This treatment, it was contended, was 
“sound, accepted and customary com- 
mercial practice”’. 


Although the item “subscriptions paid 
in advance” was for years shown in the 
company’s balance sheet, no adjustment 
of the company’s income had previously 
been made by the Commissioner in 
relation to this matter. 


The taxpayer company then sold one 
of its journals to another publisher, who 
took over the liability for unexpired sub- 
scriptions. The Commissioner included 
the amount received for the unexpired 
subscriptions as assessable income of the 
year in which they were received. 


The Board of Review, without dissent, 
decided that the Commissioner’s treat- 
ment was correct. The “question at 
issue” was whether “income receipts are 
taxable in the year of receipt or over 
the years in which the contracts were 
executed”. 

The High Court case of New Zealand 
Flax Investments Ltd. vy. Federal Com- 
missioner of Taxation (1938) 1 A.I.T.R. 
366 was quoted as authority for the 
conclusion reached. In that case Dixon 
J. said, “under the Income Tax Assess- 
ment Act 1922-1930 the assessment must 
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begin by taking, under the name of 
assessable income, the full receipts on 
revenue account and only such deduc- 
tions must be made as the statute in 
terms allows . Positive authority 
seems to be needed before a deduction 
is allowable, and, unless the future out- 
lay can be regarded as an outgoing or 
a loss already actually incurred within 
the meaning of Section 23 (1) (a) (present 
Section 51) although not yet met or dis- 
charged, it is not easy to find an 
authorisation which will justify a proper 
provision.” 


The Board concluded therefore that 
the advance subscriptions received were 
income of the year of receipt. In addi- 
tion to confirming the Commissioner’s 
assessment the issue of a Division 7 
assessment was also confirmed, because 
the taxpayer company had not made a 
sufficient distribution having regard to 
the increased taxable income assessed. 
It is of course hardly likely that any 
company would make a distribution of 
dividends out of, or in relation to, moneys 
received in advance in such circum- 
stances, as the amount involved would 
be treated, for accounting purposes, as 
a liability at the end of the year in which 
they were received, not available for 
distribution until the year in respect of 
which the subscriptions were paid. 


IMPROVEMENTS TO LEASED 
PROPERTY 


The High Court decided that, in 
the circumstances of the case, the 
value of leasehold improvements 
should not be included in the assess- 
able income of the lessors. 


The taxpayers were trustees of the 


estate of the late W. G. a’Beckett, 
which owned premises in Jolimont. The 
premises were leased to a company, 
Cromwell Pty. Ltd., for a term of five 
years from 1 April, 1952. Although 
some members of the a’Beckett family 
held shares in the company, it was not, 
when the lease commenced, under the 
control of the trustees of the estate. 
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Improvements were made by the com. 
pany to the leasehold property with tk 
written consent of the trustees; the jm. 
provements were not subject to tenant 
rights. The work was commenced jj 
September, 1952; by June, 1953, how. & 
ever, it was found that the improvements fF 
would cost considerably more than wa f 
originally estimated. To finance th 
completion of the work, the trustees on fF 
17 June, 1953 were allotted 4,500 £1 FF 
shares. At that date the trustees, wh — 
were the lessors, held more than one FF 
half of the total issued shares (8,500) F 
and controlled the voting power of the 
lessee company. 

The improvements were completed by 
3 August, 1953; the total cost was 
£7,107, of which £4,517 was paid o 
17 August, 1953. Architect’s fees etc, 
amounting to £876, were also paid by 
the company. 

On 31 December, 1953 the lease was 
surrendered, and the trustees thereupon 
granted a new lease for a period of 
twelve years at an increased rental. 


It appeared that by the operation of 
Section 85 (7) and Section 88 (1) of the 
Act, the company would be entitled to 
a deduction, spread over the period of 
the new lease, of the total cost of the 
improvements made to the property. 
There was a surrender, followed by th 
grant of a new lease, and the unamor- 
tised expenditure on leasehold improve 
ments would presumably have beer 
treated as a lease premium, allowable 
as a deduction over the unexpired tem 
of the new lease. 

The High Court was not concerned 
with the fact that the lessee company 
would probably obtain this deduction 
The question to be decided was whether 
the estate was to be taxed on the value 
of the improvements at the expiration 0! 
the lease, in accordance with Section 87 
of the Act. 

Section 88 (2) provides for a deduc- 
tion for leasehold improvements mate 
with the written consent of the lessor. 
However, when a lessor controls the 
voting power of a lessee company, % 
vice versa [Section 88 (3) (a)], not only 
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js Section 88 (2) inoperative, but assess- 
ment of the lessor of the value of the 
improvements at the expiration of the 
lease also does not apply [Section 87 (2)]. 

The court (Windeyer J.) pointed out 
that in relation to deductions for lease- 
hold improvements over the term of the 
lease [Section 88 (2)], the relevant date 
is that on which the expenditure was 
incurred. But in relation to the assess- 
ment of the value of the improvements 
to the lessor (Section 87) the relevant 
date is that on which the improvements 


= were completed. “Therefore the time at 
' which the relations of the lessor and 
} lessee must answer the description in 
© Section 88(3) (Control of lessor by 
| lessee or vice versa) for the purpose of 
» making Section 87 (assessment to the 


lessor of the value of improvements) or 
Section 88 (deductions over the period 
of the lease) inapplicable seems to me 
to be when events have occurred which 
give rise to liability under Section 87 or 
permit deductions under Section 88, that 
is, under Section 88 in the years of in- 
come when the expenditure is incurred, 


and under Section 87 in the year of 
income when the improvements are 
completed.” (The words in parenthesis 
have been interpolated in the quotation). 


As the improvements were completed 
in a year of income during the whole 
of which the lessor was in control of 
the voting power of the lessee, the condi- 
tions of Section 88 (3) necessary to make 
Section 87 (1) inapplicable were satisfied. 
Consequently, the court decided that 
Section 87 did not apply to include any 
value of the improvements in the assess- 
able income of the taxpayers as trustees 
of the estate. 


The court made the observation, in the 
course of the judgment, that in the case 
of a lease for a fixed term, the “expira- 
tion of lease” for the purposes of Section 
87 should be the date on which that term 
would have concluded, even though in 
the meantime the tenancy might be deter- 
mined by surrender, forfeiture or in some 
other way. 


Reported in a’Beckett v. Federal Com- 
missioner of Taxation 7 A.I.T.R. 615. 





TAX AND THE CREDIT RESTRICTIONS 


The Prime Minister announced, 
on 21 February, 1961, that certain 
modifications would be made to the 
Government’s tax proposals relating 
to the economic measures intro- 
duced in November, 1960. 


The increased sales tax on motor 
vehicles has been removed. As from 22 
February, the tax on motor vehicles 
reverts to 30%, and that on motor cycles, 
— scooters and similar vehicles to 

$70. 


The Prime Minister also stated that 
the Government’s proposal to require life 
assurance societies, superannuation funds, 
tle., to subscribe at least 30% of their 
funds to Government and semi-govern- 
ment loans would be modified and details 
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of the new proposal would be announced 
shortly. 

For the year ended 30 June, 1961, 
tax deductions for interest payments to 
lending institutions other than banks and 
other approved lenders are subject to 
restrictions (Section 51 AA, explained in 
the January, 1961 issue of The Australian 
Accountant). A new law on the deducti- 
bility of interest, to be substituted for 
the legislation which applies for the 1961 
year only, will be introduced at an early 
date. “I have reason to believe,” the 
Prime Minister said, “that the new pro- 
posals, which the Treasurer will announce 
in due course, will go a long way towards 
meeting reasonable and_ constructive 
criticism, while not conflicting with the 
Government’s policy objectives.” 
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Provision For Long Service Leave 


By D. C. WILKINS, B.coM., A.A.s.4, 


The High Court reversed the majority decision of the Board of Review, : 
and decided that a provision for long service leave is not an allowabk © 
deduction under Section 66 of the Income Tax Assessment Act. 


HE January issue of The Australian 

Accountant contained a report on a 
Board of Review case (7 C.T.B.R. (N.S.) 
Case 83, 8 T.B.R.D. Case H.78) dealing 
with a claim for a deduction under Sec- 
tion 66 of the Act for a provision for 
long service leave. The Board decided 
that the provision was allowable under 
Section 66. 


The Board (by majority) had taken the 
view that the setting aside of the amount 
to the provision account was equivalent 
to the crediting of individual accounts 
of the employees, that the amount had 
been set aside to a fund from which the 
long service leave was to be provided, 
and that the rights of the employees to 
receive the benefits were fully secured, 
even though they were contingent upon 
the fulfilment of certain conditions, such 
as the completion of the required period 
of continuous service. 

The minority view was that the book 
entries, by which the provision for long 
service leave was created, did not re- 
present the setting aside of the sum 
concerned to a fund, and that the rights 
of the employees to receive the benefits 
were not fully secured as required by 
Section 66, as the employees had no 
rights against the provision account. 


There was some doubt whether the 
Commissioner’s appeal against _ this 
decision of the Board was to be heard 
by the High Court; ultimately it came 
before the court in Commissioner of 
Taxation v. The Northern Timber and 
Hardware Co. Pty. Ltd. (not yet re- 
ported). 

The court, in a _ brief judgment, 
reversed the decision of the Board of 
Review. The company had, the court 
stated, merely made such provision as it 
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thought fit to meet liabilities that wil 
arise under the Labour and Industy 
Act. “It would be a strained construc. 
tion of Section 66 to regard such a pro 
vision as one ‘for individual personal 
benefits ... . for . . . . employees’.” 

Even if the employer put aside funds 
to meet his prospective liability for long 
service leave pay, it would not be doing 
anything for employees, but would 
only be making savings to meet his 
probable liabilities under the Labour and 
Industry Act. In fact, of course, only a 
book entry had been made. 

Further, the creation of the provision 
by means of a book entry does not, th 
court considered, come within the words 
“sets apart... . a sum as or to a fund’ 
from which long service leave pay is to 
be provided. No benefit had been con- 
ferred upon the employees by reason of 
the creation of the provision. “The 
employer gave nothing and the employees 
gained nothing.” 

Section 66 requires that the rights of 
the employees to receive the benefits ar 
fully secured. The court concluded that 
the employees must have secured rights 
to receive out of the fund the benefit 
which it provided. Even if a fund had 
been created, it could be dealt with by 
the company as it chose, could be written 
back as easily as it was created, and 
therefore it provided the employees with 
no security. ’ 

It was mentioned, in passing, that i 
the provision was an allowable deduction 
under Section 66, there would appear #0 
be no reason why a further deduction 
should not be allowed when the payment 
for long service leave was actually mate 

(Our copy of the decision of the Hig) 
Court has been provided by the ta 
payer company). 


The Australian Accountant, March, 1%! 





\-A.S.A, 


‘eview, 
awable 
Z. 


at will 
dustry 
nstruc- 
a pro 
ersonal 
fe 

- funds 
or long 
> doing 
would 
et his 
ur and 
only a 


Ovision 
ot, the 
- words 
1 fund” 
y is to 


fits are 
ed that 
1 rights 


yayment 
y made. 
ne High 
he tak 


hh, 196! 


STUDENTS’ SECTION 





Accounting for Price Level Changes 


By G. HOWITT, B.Ec., A.A.S.A., A.C.A.A. 


T is always difficult for a student to 

gain an understanding of an area in 
which a uniformity of opinion is lacking 
among practitioners. When the budding 
accountant studies the problem of capital 
erosion due to inflation, he finds that 
there are no generally accepted principles 
to guide him. In this article an examina- 
tion will be made of some of the solutions 
put forward which, although emanating 
from authoritative persons or bodies, 
vary greatly in approach. 


Nature of Inflation 


Inflation has characterised our economy 
for so long that many readers of this 
journal will be unable to remember a 
time of price stability. Since World War 
II most countries of the Western world 
have experienced inflation, and there is 
no indication that the upward trend in 
prices will cease. 


The economist would describe infla- 
tion as a state of affairs where the demand 
for goods exceeds their supply at current 
prices under full employment. Under 
such conditions in a competitive economy 
there will tend to be a rise in prices until 
supply and demand are equal. 


The Australian wage-earner during the 
post-war years has found that the benefits 
of automatic wage increases have been 
dissipated by rising levels of prices and 
that the purchasing power of his savings 
has steadily declined year by year. The 
problems of the business enterprise are 
somewhat similar to those encountered 
by the individual. 


Problems of the Firm 


From the viewpoint of the economist 
the purpose of an enterprise is the 
generation and maintenance of a flow 
of income or the creation of a favour- 
able balance between revenues and 
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values consumed in the business. In 
performing his task of income measure- 
ment the accountant will overstate in- 
come if any of the values consumed are 
omitted from the revenue statement. If 
the income so ascertained is distributed 
a dissipation of capital will occur. Also 
the income figure may be regarded as 
misleading if certain expenses are ex- 
pressed at current price levels and others 
at historical price levels. 


In times of rising prices it may be 
difficult to gauge the profitability of an 
enterprise or to compare its results with 
those of other organizations. 


The return on investment obtained 
from the formula:— 


Net Profit 
- x 
Sales 


Sales 100 
ib <canicaael 
Investment 1 
(Total Assets) 





may be without value if the profit or 
income figure is misleading as indicated 
above and if the investment may vary 
depending on the date of acquisition of 
assets. An older organisation with assets 
valued at historical cost will show a more 
favourable return on capital than a new 
company making similar profits with 
identical plant which has been recently 
acquired. 


Accountants have devoted consider- 
able time to finding a solution to the 
problem of accounting for price level 
changes. It is an area which seems to 
arouse strong feeling in the hearts of 
protagonists of particular methods for 
overcoming the problem and few authors 
appear willing to concede the possibility 
of solutions other than the one they 
advocate. 


Some representative approaches to the 
problem will now be examined varying 
from the circumstances in which no 
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action is taken to the application of the 
replacement value theory to every item 
in the balance sheet. 


APPROACHES TO THE PROBLEM 


1. No Action Taken 


It may appear superfluous to treat this 
as an approach, but many, if not the 
majority of accountants in Australia, take 
no action in the matter. This may be 
due to:— 


(a) ignorance of the problem: 


(b) an awareness of the problem but in- 
ability to find an acceptable solu- 
tion, or 


(c) a belief that adjusting the reports 
to take into account price level 
changes will introduce personal 
opinions into our accounting and 
objectivity will be lost. It is felt 
that the balance sheet and revenue 
statement are historical records 
prepared for the information of 
proprietors, showing the use made 
of their funds and the profits so 


derived. Such an approach keeps 
estimates and opinions to a minimum 
in account preparation and avoids 


the temptation, on the part of 
management, to adjust asset values 
for reasons other than a desire to 
disclose a realistic state of affairs. 
Such an approach would have the 
support of security analysts in 
America who, in carrying out their 
function of providing financial 
advice to investors, are among the 
prime users of published financial 
statements. In his article “Security 
Analysts and the Price Level” 
Horngren attempts to delineate 
reasons for their objections to price 
level adjustments to financial state- 
ments. In this study he found that 
analysts were opposed to “tamper- 
ing” with conventional financial 
statements by applications of price 
level adjustments — if necessary 
they made a mental adjustment. 
The balance sheet was regarded as 
a statement of lesser importance, 
its main value centering about 


current working capital position and 
capitalization structure. Funds state- 
ments on the other hand received 
considerable emphasis and _state- 
ments for the past five to seven 
years as well as a projected estimate 
of fund flow for at least a year in 
advance were universally prepared. 
Balance sheet values of fixed assets 
were all but ignored and attention 
concentrated upon capital expendi- 
tures over the past five to seven 
years and planned capital expendi- 
tures. 

Such an influential body of opinion 
cannot be ignored. 


2. Supplementary Statements or Foot- 
note Procedure 


Some accountants oppose any change 
in the historical cost basis of accounting 
due to a belief that the conventional 
approach is understood by businessmen, 
accountants and lawyers and any devia- 
tion from such an approach will result 
in confusion. A committee of the 
American Accounting Association sug- 
gested that a change from conventional 
accounting practices would be unwise 
for the following reasons: 


“(a) A vast body of common and statutory 
law and legal precedent, innumerable 
contractual and business relationships, 
and many regulatory provisions are 
presently founded on existing accounting 
practices. 


Although the upward movement of 
prices has occasioned an_ increasing 
general awareness of the instability of 
the dollar as a unit of value measure, 
there is no clear indication that business- 
men, stockholders, employees and the 
general public either desire or could now 
accept, without considerable confusion, 
any departure from historical cost. 
There is lack of substantial agreement as 
to methods by which purchasing power 
adjustments may be accomplished. 
Recorded and summarized historical 
dollar costs appear to provide the only 
adequate starting point for the develop- 
ment of information which will reflect 
the effects of changes in the value ol 
the dollar.” 


After setting forth these convincing 
arguments against adjustments to account 
ing records, they suggest the introduction 
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© directors’ 


of supplementary revenue and balance 
sheet reports in which accounting data are 
expressed in terms of “current” dollars. 
Such reports would be useful in apprais- 
ing managerial effectiveness in preserv- 
ing the current dollar equivalent of the 
investment in the business. 


The committee recommends that the 
revenue and balance sheet items should 
be adjusted by the use of a general price 
index and not by the use of replacement 
costs or a price index specific to certain 
types of assets. They make this recom- 
mendation because the supplementary 
statements are intended to re-state histo- 
rical costs to reflect changes in the value 


» of money and are not concerned with 


changes in the value of specific assets. 
Thus, once the original investment has 
been recovered, managements have con- 
siderable freedom in selecting new assets 
to be acquired. 


Some Australian companies are supply- 
ing supplementary data relating to price 
level changes (although this is frequently 
confined to a mere statement in the 
report) to the effect that 
depreciation is insufficient to cover the 
replacement of assets concerned. Gener- 
ally, no attempt is made to measure the 


} extent of the inadequacy. 


3. Secret Reserves 


One possible means of adjusting the 
accounts to allow for price level changes 
is the creation of secret reserves. This 
is usually achieved by an arbitrary in- 
crease in expense charged to revenue 
with a corresponding decrease in asset 
values, or alternatively an increase in 
liabilities. Students will be familiar with 
the methods adopted to create secret 
reserves, namely, acceleration of deprecia- 
tion, undervaluing stock or charging 
capital items to revenue, and with the 
dangers inherent in their use. These are: 


(a) the true financial position is not 
disclosed in the reports, thus render- 
ing them useless for analysis or 
cemparison; and 
the possibility that 
others will make use of their know- 
ledge of the true financial state of 


directors or 
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a company to obtain shares at a 
market value which has fallen as a 
consequence of the creation of 
secret reserves. 

Such reserves are usually created on 
a haphazard basis without any attempt 
to measure their adequacy and little can 
be said in favour of their use as a means 
of accounting for inflation. 


4. Disclosed Allocations to Reserves 


This is the logical extension of the third 
approach. The Institute of Chartered 
Accountants in England and Wales 
recommended to its members that annual 
accounts be prepared on a historical cost 
basis and “any amount set aside out of 
profits in recognition of the effects which 
changes in the purchasing power of 
money have had on the affairs of the 
business should be treated as a transfer 
to reserve and not as a charge in arriv- 
ing at profits”. Such a transfer should 
be treated as a capital reserve to empha- 
size to shareholders that it is not avail- 
able for distribution in the form of 
dividends. 

This view has many _ supporters. 
Messrs. Yorston, Smyth and Brown. in 
Advanced Accounting describe it as 
probably the most satisfactory method 
of overcoming the asset replacement 
problem because “it assumes that it is 
the prerogative of management to allocate 
the profit arrived at by conventional 
accounting methods and if management 
decides that the current level of prices 
is such as to make asset replacement so 
expensive a matter that additional appro- 
priation is necessary, over and above 
normal depreciation, then it is necessary 
for management to reserve for it before 
arriving at the distributable profit.” 


Whilst this method is superior to the 
creation of secret reserves it generally 
involves the same fundamental weakness 
inherent in the secret reserve approach, 
namely the failure to be objective in 
assessing the amount transferred to 
reserve. Such amounts seem frequently 
to be determined by the amount of 
profit earned or by dividend policy rather 
than by the effects of inflation on the 
accounts. 
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5. Current Income 


In 1958 Messrs. Mathews and Grant 
published their book, /nflation and Com- 
pany Finance, which aroused consider- 
able controversy both within and without 
the pages of this journal. In the first 
section of their book they examine the 
basic concepts of cost, profit and income, 
and set out the procedures they recom- 
mend in order that the accounting effects 
of inflation may be minimized. The 
second section is devoted to a statistical 
analysis of effects of inflation on Aus- 
tralian company profits and finances 
during certain post-war years and the 
implications of this analysis are examined 
in the final section. 


They suggest a method of accounting 
for price level changes which involves 
no material change in conventional 
methods of profit measurement. They 
advocate a mew concept of business 


surplus, namely current income, which 
may be measured by two comparatively 
simple adjustments to the accounting 
profits determined under a historical cost 


system. Cost of goods sold and deprecia- 
tion are converted from historical costs 
to current costs. 


As the two different concepts of 
business surplus — accounting profit and 
current income —are significant, both 
are recorded in the accounts. Account- 
ing profit is significant for financial ac- 
counting purposes, being an objective 
measure of business surplus, whereas 
current income is relevant for policy 


decisions on such matters as pricing and 

distribution. 

In order to ascertain current income, 
which is defined as current revenue 
minus current costs and expenses, they 
recommend two adjustments to conven- 
tional accounting profits: 

(a) depreciation should be based on 
current replacement value of the 
asset. Mathews and Grant define 
current replacement value as the 
average replacement value prevail- 
ing during the current accounting 
period and admit that such an 
approach will not necessarily provide 
sufficient funds for asset replace- 
ment if inflation causes replacement 
values to continue to rise in future 
accounting periods. 

(b) opening stocks should be revalued 
on the same basis as closing stocks 
and the appreciation of stock values 
arising from inflation excluded from 
current income. 

Both adjustments represent amounts 
which should be transferred to reserves 
with corresponding debits in the appro- 
priation account. They set out the 
appropriation account as shown below. 

By debiting appropriation and credit- 
ing revaluation reserve, shareholders 
funds are built up to provide approxi- 
mately for the replacement of fixed 
assets and stock at current prices. 
Current replacement cost of stocks and 
fixed assets would normally be obtained 
from price lists but a specific price index 
may be employed if necessary. 





APPROPRIATION ACCOUNT 


Accounting profit 


Less: 
Stock appreciation 


Depreciation 
adjustment 


Current income 


Determined on the basis cf historical values 
—balance transferred from Profit and Loss 
Statement. 


Difference between opening stock valued 3! 
historical cost and opening stock valued “ 
current cost. 


Difference between depreciation based 
historical cost and depreciation based 
current replacement cost of fixed assets. 


Residual amount available for distribution. 


The Australian Accountant, March, 1961. 





bution. 


1961. 


Thus, we see that this approach is 
an extension of the fourth method — 
Mathews and Grant are recommending 
an objective measure of inflationary 
losses, which should be taken into 
account in profit planning and price 
formulation. 


6. Replacement Value 


At the extreme end of the scale we 
have the application of replacement 
value theory to enable the results of 
operations to be expressed in units of 
constant purchasing power. Goudeket in 
an article “An Application of Replace- 
ment Value Theory”, published in the 
July issue of The Journal of Account- 
ancy, outlines the approach adopted by 
the world-wide Philips electrical organisa- 
tion of which he is chief internal auditor. 
The view is held that income for a period 
cannot be recognized unless the purchas- 
ing power of the capital employed at the 
end of the accounting period is equal to 
that at the beginning of the period. The 
treatment of the various classes of assets 
is as follows: 


(a) Fixed Assets. Each group of assets 
is revalued regularly by means of 
specific index numbers, the asset 
account being debited and revalua- 
tion surplus, a capital account, 
being credited. Depreciation is auto- 
matically charged on the basis of 
replacement value. 


Stocks. Standard prices are used 
for all groups of stocks. Trends in 
the price level which formed the 
basis for the calculation of standard 
prices are followed. When a signi- 
ficant price level movement occurs 
the standard price is adjusted to 
replacement value by the use of 
index numbers. 


Intangible Assets. In its external 
reports, Philips records these at no 
value, but in the internal accounts, 
initial or tooling-up costs are re- 
valued similarly to stocks. 


(4) Monetary Assets Less Liabilities. 
The balance sheet is classified as 
follows: 
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Balance Sheet (as at beginning of the period) 


Inventories, fixed Stockholders’ 
and _ intangible a ee 
assets, and in- Liabilities _..... 
vestments ...... 

“Monetary” 

CORD sad Suc 


x 


As part of the shareholders’ equity is 
invested in assets other than those al- 
ready dealt with, the purchasing power 
of this part will decline in times of rising 
prices. To counteract this, the value of 
“monetary” assets less liabilities (b-d) at 
the beginning is multiplied by the infla- 
tion factor based on the cost-of-living 
index. An expense account, cost of infla- 
tion, is debited and a capital account, 
reserve for diminishing purchasing power 
of capital invested in monetary assets, is 
credited. 


Thus, under a system of replacement 
values a revenue statement provides a 
profit after the purchasing power of 
shareholders’ funds has been maintained. 
Many American and Australian authori- 
ties would strongly disagree with this 
approach. 


The student should realize that there 
is no “correct” method of treating this 
matter. The problem has by no means 
been solved, the solutions put forward 
ranging along the wide scale as outlined. 


REFERENCES 


Advanced Accounting — Chapter on Valuation 
and Depreciation Accounting — Yorston, 
Smyth and Brown. 

Inflation and Company Finance — 1958 Mathews 
and Grant. 

Price Level Changes and Financial Statements. 
Supplementary Statement No. 2 to Account- 
ing Concepts and Standards Underlying Cor- 
porate Financial Statements — August, 1951, 
American Accounting Association. 

Recommendations on Accounting Principles 
Xil, XV. London: Gee & Co., — 1951. In- 
stitute of Chartered Accountants in England 
and Wales. 

“Security Analysts and the Price Level” — 
Horngren — Accounting Review, October, 
1955, pp. 575-581. 

“An Application of Replacement Value Theory”’ 
— A. Goudeket. The Journal of Accountancy, 
July, 1960, pp. 37-47. 





Editorial Note: The attention of students is 
drawn to the article, ‘‘Accounting for Inflation"’ 
by W. E. Nichols, Lecturer in Accounting, The 
University of Tasmania, at page 153 of this 
issue. In this article the author discusses ac- 
counting methods, terminology and disclosure 
and sets out for comparison methods of ac- 
as for inflation advocated by other 
writers. 
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1. New RICOPY 333, lower priced 
model for lowest cost copying. 


JUST RELEASED 


2. All-electric MIRDI 159 copies every 
detail. Brief size (f/scap from £88). 
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copystat? 
ricopy 7? 
mirdi? 
ricohftax? 
tri-combi ? 


copies cost less! 


When you have a copying machine. 

These days every office should have one (ask any user). 

The question is which one and where to get it. 

This is where we come in—we know about every copying 
process on the Australian market today. 

For example, the RICOPY. 


This copies at the amazingly low cost of 134d. (qto), 2¥ed. (fscap) 
and 4%d. (brief). 
Quantity copying is easy and fast on the RICOPY. 


On the other hand, the well-known COPYSTAT range — 
one of the first all-Australian machines —is still the most 
versatile. The slogan “COPYSTAT copies everything” 
means everything! 


A word here about the world-exclusive COPYSTAT TRICOMBI 
This 3-in-1 machine has everlasting lamps and makes 
photocopies, low cost copies and long-run offset printing plates. 
Another range of all-Australian machines is the MIRDI 

(aptly named after the aboriginal word for speed). 

Five MIRDI models are priced from £88 to suit the 

smallest office. 


We are specialists. 

If your interest is copying, consult us first. 

If we cannot satisfy your need (from seventeen machines) 
we will advise you best how and where 

to solve your copying problem. 


L.W.BAGLEY P™.L”. 


245 Pacific Highway, North Sydney. XB 5948 
2 Racecourse Road, North Melbourne. 34-9085 
158 Barry Parade, Brisbane. 54-607 
Leal Ltd., 185 Flinders St., Adelaide. W 1818 
S. B. Hopwood, 107 George St., Launceston. 2-4731 
Office Appliances, 168 George’s Tce., Perth. 23-3994 
Johnson & Hey, 58 Hunter St., Newcastle. 2-4568 
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GUNN & MAAS’ 


GUIDE TO 
rer INCOME 


TENTH EDITION 
By 
J. A. L. GUNN, F.1.C.A. 


Author: “Commonwealth Income Tax Law and Practice’’, etc. 
and 


M. MAAS 


Joint Editor, “Current Taxation’ 


Designed as an introduction to the law and practice of 
income tax in Australia, this book has become so popular 
that a new edition or reprint has been called for in prac- 
tically every year of the past twelve years. The law and 
practice is clearly stated, and it will be found that the 
book will be of great assistance, not only to accountants 
and businessmen, Bur also to solicitors whe are entrusted 
with the difficult tasks of preparing returns, checking 
assessments, lodging objections, and conducting appeals. 


CONTENTS 
INTRODUCTION 
ASSESSABLE INCOME GENERALLY 
ASSESSABLE INCOME 
INTEREST DERIVED 
EXEMPT INCOME 
TRADING STOCK 
INCOME FROM PRIMARY PRODUCTION 
BUSINESS CARRIED ON PARTLY IN AND PARTLY OUT OF 
AUSTRALIA 
TAXATION OF COMPANIES AND DIVIDENDS 
DIVIDEND (WITHHOLDING) TAX 
ALLOWABLE DEDUCTIONS GENERALLY 
ALLOWABLE DEDUCTIONS 
ALLOWANCE FOR DEPRECIATION 
PAYMENT ON SHARES IN CERTAFN MINING AND 
PETROLEUM EXPLORATION COMPANIES 
LOSSES OF PREVIOUS YEARS 
CONCESSIONAL DEDUCTIONS 
LEASES 
PARTNERSHIPS 
TRUST ESTATES 
TAX ON UNDISTRIBUTED INCOMES OF PRIVATE COMPANIES 
SPECIAL CLASSES OF BUSINESS 
AVERAGING OF INCOMES 
ABNORMAL INCOME OF AUTHORS AND INVENTORS 
SPECIAL REBATES AND CREDITS 
INCOME TAX RETURNS 
ASSESSMENTS 
OBJECTIONS AND APPEALS 
COLLECTION AND RECOVERY OF TAX 
PENAL PROVISIONS AND PROSECUTIONS 
REGISTRATION OF TAX AGENTS 
MISCELLANEOUS PROVISIONS 
RATES OF TAX 
RELIEF FROM INTERNATIONAL DOUBLE TAXATION 


UP-TO-DATE—The work is up-to-date and deals with all 
Acts passed up to the end of 1960. 

EXAMPLES throughout the work are the solution of many 
ordinary and complex problems of assessment. 


INTEREST PAID BY COMPANIES 


Two New Editions Just Published 








FITZGERALD'S 
FORM AND CONTENTS 
OF PUBLISHED 


FINANCIAL STATEMENTS 


SECOND EDITION 
by 
SIR ALEXANDER FITZGERALD, 0O.B.E. 
B.Com., F.A.S.A., F.C.1.S. 
and 













IP 
G. E. FITZGERALD tc 
B.A., B.Com., F.C.A., F.C.I.S. 
During the last two decades there has been a gradwl 
evolution in the form and contents of published financial al 
statements due mainly to the substantial increase in th fo 


number of public companies, the spread of investment ar 
interest and the efforts of accountants and company 


directors to produce more informative statements fe mi 
shareholders. Many new features introduced into sud Sti 
statements have subsequently received statutory recog ey 
nition, so that the best examples presented in the firs m 
edition are not now in conformity with modern sta. 
dards. Br 
Since the publication of the first edition, new Companies: 
Acts have been passed in the United Kingdom (194), 
Western Australia (1954), New Zealand (1955), Victoria Caj 


(1958) and Tasmania (1959), and the provisions of thee in 
Acts are reviewed in this edition. she 
Two chapters on the financial statements of Government Sey 
and State enterprises are included in the belief that 

they may stimulate study of the form and content o 1 
such statements and perhaps assist Treasury and Audi | 
officers in their attempts to improve those statements. anc 
It is hoped that this second edition will prove uselul of 


to practitioners, company directors and others who at by 
interested in the presentation of informative _financ exp 
statements. 
—Extracts from the Foreword ove 
TABLE OF CONTENTS IN BRIEF 2? 
Introductory Stat 
The Evolution of Financial Statements 
Controversial Questions of Accounting Doctrine and for 
Terminology forn 
Form and Content of Profit and Loss Statements gone 
Form and Content of Balance Sheets tr 3 
Examples of Company Financial Statements in Australia on 


and New Zealand 
Financial Statements of Company Groups expa 
Examples of Financial Statements of Company Groups expe 
Financial Statements of Governments and State Enier 














A special supplementary chapter (24 pages), explaining the prises servi 
new lepisation reperding, interest paid by companies. * Examples _of Financial Statements of Government: il Priv 
works are given. ‘ State Enterprises 
Price: 47/6 cash Price: 57/6 cash 3. 
SPECIAL OFFER “te 
We are prepared to send these works anywhere in Australia ous! 
for your inspection on 14 days’ approval. has | 
*An 
BUTTERWORTH & CO. (AUST.) LTD. wine 
(Incorporated in England) in Au 
430 BOURKE ST., 6-8 O'CONNELL ST., 240 QUEEN ST., uve S 
MELBOURNE SYDNEY BRISBANE 
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New Concepts of Information for Management 


Decisions — Capital Investment Proposals * 


By G. T. BILLS, Manager, Commercial Research, 
The Broken Hill Proprietary Co. Ltd. 


arn to invest in fixed capital 
facilities are of great strategic 
importance, not only to the firm, but 
to the nation as a whole. 


From the national point of view, the 
amount of fixed capital available, in the 
form of roads, railways, buildings, plant 
and equipment, is one of the main deter- 
minants of output, productivity and living 
standards. Broadly speaking, the faster 
a country can build up its capital equip- 
ment the faster will be its future rate of 
growth. 


The nature and volume of the fixed 
capital formation which has taken place 
in Australia over the past ten years is 
shown in the accompanying _ table. 
Several points emerge from this table. 


1. Total fixed investment, both public 
and private, has averaged about 25% 
of gross national product. This is high 
by world standards, and in large part 
explains Australia’s rapid development 
over the past ten years. 


2. Governments — Commonwealth, 
State and Local — have been responsible 
for about one-third of total capital 
formation. Most of this expenditure has 
gone into providing the fuel and power, 
transport, communications, water, schools 


and hospitals, needed by a _ rapidly 
expanding population. These public 
expenditures provide equipment and 


services essential to 


the growth of 
private industry. 


3. A significant proportion of private 
capital investment takes the form of 
housing and private motor vehicles. It 
has been estimated that in recent years 





*An address delivered at the third annual 
convention of the Victorian Division of The 
Australasian Institute of Cost Accountants held 
‘in August, 1960, at the Australian Administra- 
lve Staff College, Mt. Eliza, Vic. 
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about 70% of new passenger cars are 
for private use, and this ratio has been 
used throughout the period in an attempt 
to separate personal from business invest- 
ment. 


4. Estimated capital formation by busi- 
nesses (including farms) has averaged 
about 11% of G.N.P. over the past ten 
years. Although the percentage has been 
close to 11% each year, in actual money 
value both business investment and 
G.N.P. have nearly doubled during the 
period. 


5. Before World War II both gcvern- 
ments and firms tended to cut back their 
capital investment programmes in time 
of recession. In terms of conventional 
business sense, this seemed a wise and 
prudent policy, but as Keynes pointed 
out in 1936, such cut-backs served only 
to reduce employment and_ national 
income still further. The widespread 
influence of Keynesian thinking during 
the postwar period has led governments 
to maintain and at times to increase their 
capital expenditures during recessions, in 
order to prevent them from deteriorating 
into widespread depressions. 


To some extent this thinking has also 
influenced boards of directors, with the 
result that private investment is some- 
what less sensitive than before to slight 
changes in business tempo. Nevertheless, 
capital investment is still a volatile factor 
in most economies, and its volume and 
timing have economic repercussions far 
greater than its size would suggest. As 
the table shows, total capital formation, 
and especially capital formation by the 
public sector, has been fairly free from 
cyclical influence in the past ten years. 


Our main interest in this paper lies 
with capital expenditure by business 
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firms. We have seen that at present 
this expenditure is running at about 
£780 million a year in Australia; and 
that at this level it accounts for about 
43% of total fixed capital formation in 
Australia, and for approximately 11.5% 
of total Australian production. 


The size, nature and timing of this 
investment are, in a national sense, quite 
unplanned. Yet, in the aggregate, the 
results of thousands of decisions by Aus- 
tralian businessmen have a_ profound 
effect on Australian employment, pros- 
perity and economic growth. 


Considerations such as these are 
probably far from uppermost in the 
mind of the businessman who sits 
contemplating the pros and cons of 
expanding his factory, establishing a 
research section or undertaking a major 
advertising campaign. But what he will 
or should be considering, is the impact 
of his decision on the company’s future. 


For these kinds of decisions will set the 
environment in which his firm will have 
to operate for years to come, and largely 
determine the firm’s future output, costs 
and profits. 


Moreover, in tying up cash for long 
periods, management is making its main 
disposition of shareholders’ funds. From 
many points of view therefore, the firm 
— its employees, management and share- 
holders — have a vital interest in the 
quality of investment decisions. 


A Theory of Capital Investment: 


Because of the importance of capital 
investment for the firm and for the 
nation, one might expect to find a long- 
established and well-developed body of 
theory on the subject which could act as 
a guide to present day managers. 


To claim the existence of a settled 
theory would be going too far, but it is 





FIXED CAPITAL FORMATION — AUSTRALIA: 1950-1 to 1959-60 


£ million 
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—— 





GOVERNMENT: 
Public Worxs 288 

PRIVATE: 
Dwellings 
Motor Vehicles 


418 i 186 932 384 


1957-58 1958-59 | 1958-9 
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Fast, versatile, cost-cutting automatic accounting... 


Curroughs Sensimatic accounting machines 


Put an all-purpose Burroughs Sensimatic to work on all your 
major accounting functions. See how quickly, efficiently, economic- 
ally it cuts your work volume down to size . . . and provides vital 
management information. Each is, in fact, four—or more— 
specialised accounting machines, all rolled into one fast-moving 
task-master. It switches from job to job at the flick of a knob 
through the magic of the exclusive sensing panel 

And it’s so easy to use—automatically 

makes so many operator decisions—that an 

operator who has never previously used 

one, quickly becomes expert 


Choice of models, choice of totais to fit your particular requirements 


TYPING 
SENSIMATIC 


Combines all Sensimatic 
advantages . . . plus an 84- 


STANDARD 
SENSIMATIC 


No other accounting 
machine is so perfectly 





tailored to suit your 
accounting procedure. It 
gives you the up-to-the- 
minute figures you need, as 
you need them, for making 
important management 
decisions. Your business— 
large or small—will benefit 
by the use of a Burroughs 
Sensimatic. A wide choice 
of models with from 2 to 
19 totals. 


~ detail. 


CALL THE BURROUGHS MAN 


His broad experience and knowledge in the field of 





modern data processing are always available to help 


you develop the best system to meet your require- 
Contact the nearest Burroughs branch office. 


ments. 
BU77CR 
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character electric ‘“‘Box 
Printer” for those jobs 
which demand typewritten 
Distribution totals 
are accumulated in 
memory units selected 
either by the control unit 
or by pushbutton control 
Programming flexibility is 
provided through exclusive, 
interchangeable Sensimatic 
control panels. 


Burroughs 


Burroughs Ltd., 40 Miller St., North 
Sydney, N.S.W 


Phone : XB 5831. 





One Interesting sem from the large OZAPAPER Range 


Cut Your Copying Costs With..... 


eo 
[2 mtercop THE MOST ECONOMICAL 





DOCUMENT COPYING SYSTEW 











Check these ee sss 


oe 
intercop F3 Developer Unit [ > mtieerceco Pp 


working width. This unit can be 
coniunction with any suitable 
light source. 











Uses one paper for positive and negative 
Negative produces unlimited positives. 
Negatives are readable and permanent. 


Cepies single or double sided transparent, 
translucent or opaque originals. 


Intercop BC3 Combined Flat Bed Printer Copies everything, ballpoint, pencil, etc., 
and Developing Unit regardless of colour. 
This automatic unit is operated with 


one-hand-control, working in conjunc- Has wide exposure tolerance — reducing 


tion with a photocell (selenium-cell) 
waste. 


Operates in normal daylight. 
Gives high contrast BLACK on WHITE. 


Offers many other advantages. 


PRICE 


Ce tdiekiaane Compare) QUALITY 
Combined Printer/Developing Unit 
Wit sviomatic timing and having VERSATILITY 


capacity for sheets 19” x 13”, this 


machine is esnecially suitable for direct 
copying from books or magazines. 


OZAPAPER LIMITED 


NATIONAL LEADERS IN THE REPRODUCTION INDUSTRY 


EDWARD & MOLLER STREETS, we ee STREET, 89 RAILWAY PARADE, 233 WAYMOUTH STREET 


EAST OAKLEIGH, LBOURNE, C.1, MARRICKVILLE, ADELAIDE, 
VICTORIA VICTORIA N.S.W. S.A. 
569-0554 67-5744, 67-5745 LA 6178-9, LA 4848 LA 6209, 


Agents at— BRISBANE — PERTH — HOBART — LAUNCESTON — DEVONPORT — NEWCASTLE 
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true that over the past ten years there 
has been a growing volume of writing 
on the subject, especially in the American 
literature of economics, business manage- 
ment, and accounting. Our purpose in 
this section is to review the main 
conclusions of that literature, and try to 
outline a workable theory of capital 
investment. 


There is no doubt that most of the 
new ways Of thinking about capital 
expenditure and of assessing the relative 
attractiveness of alternative proposals, 
have come from economists. Their 
major contributions may be summed up 
as follows:-— 


1. Definition 


The economic concept of what con- 
stitutes a capital expenditure is wider 
than that used in conventional account- 
ing practice. Any expenditure which is 
expected to yield returns over a relatively 
long period should be regarded as capital 
by management, because of the inflexi- 
bility of the cash commitment. Thus 
certain outlays on research, product 
development and _ advertising, which 
would usually be expensed in the 
company’s accounts, may properly be 
regarded as capital investment from the 
point of view of decision-making. So 
too should funds tied up in stocks and 
debtors. 


2. Profitability 


It is generally assumed in economics 
that the main objective of the firm is 
to maximize profit over a long period. 
In practice, of course, other goals are 
often important. Some managers may 
view physical growth as more important 
than profitabilitv: managing a larger 
business, even if a less profitable one, 
may increase top management’s status 
and prestige, and lead to higher manage- 
ment salaries. Others may strive after 
technical perfection in their plants and 
Products, even although such perfection 
may not be highly profitable. Still others 
may place primary emphasis on employee 
and community welfare. 
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In capital investment theory the profit 
motive assumes a central role — it is 
the main criterion for choosing between 
alternative investments. Although this 
is not the place to argue the social 
merits of such a view, I do believe that 
this renewed emphasis on long-run profit 
maximization is essentially healthy. It 
may be necessary, as Peter Drucker has 
suggested, for management to focus 
attention on various sub-goals, such as 
market standing, productivity, innovation, 
liquidity, manager and employee develop- 
ment and public responsibility. But none 
of these need conflict with long term 
profitability —in fact if any of these 
areas are neglected. the long term out- 
look for profits will be bleak indeed. 


3. The Marginal Concept 


Economics can render a major service 
to managers by reminding them that for 
capital investment decisions the only 
relevant costs and revenues are those 
which will occur in the future. All the 
information needed to reach a decision 
is therefore never, at the time of decid- 
ing, available in the company’s books 
of account. Accounting records, of 
course, can provide an important guide, 
especially insofar as they reveal trends 
in sales and costs which are likely to 
continue into the future; but they are 
no more than a guide. Nor are account- 
ing concepts of cost and revenue always 
relevant. The question which has to be 
answered is this: “If we undertake this 
project, costing say £100,000, what effect 
will this have on future profits?” Clearly 
two estimates are needed: one of future 
profits, on the assumotion that the 
proiect is not to be undertaken, ar4 a 
second assuming that it is. The ¢.ffer- 
ence constitutes the incremental or 
mar?inal profit which will arise, and it 
is this profit which must be related to 
the contemplated investment 


In calculating these marginal profits, 
no account should be taken of the cost 
of raising the funds which the additional 
investment requires. Not that the cost 
of capital is unimportant — it clearly is. 
But it should be caleutsted separately 
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and used as a yardstick in judging the 
attractiveness of the return offered by 
the proposed investment. A _ project 
offering a 5% return, for instance, would 
scarcely be entertained if the cost of 
capital were 10%. 


4. Time 


The problem of how properly to make 
allowance for the time factor in 
describing economic processes, has long 
been the concern of economists. Nowhere 
is this more evident than in capital 
theory, for to measure the productivity 
of capital some attempt must be made 
to relate large and lumpy outlays of 
capital during one period of time, to a 
stream of income accruing either regularly 
or irregularly over future periods. 


It is clear that a pound to-day is worth 
more than a pound received one year 
from now — because the current pound 
can be put to work to earn profit or 
interest. The present value of a pound 


at some future date, however, can be 
calculated by finding the amount which 


would have to be invested now, at the 
prevailing rate of interest, to return 
exactly a pound at the given future date. 


Tables are available* which set out 
factors to be used for discounting both 
lump sums and annuities to their present 
values. By the use of these tables future 
costs and receipts can be readily reduced 
to a common standard of present worth. 


It is this idea of adjusting for time 
that is the essence of the much discussed 
discounted cash flow technique. Clearly 
some such method of reflecting the time 
pattern of costs and receipts is needed in 
any attempt to assess the true rate of 
return expected from an investment. 


5. Risk 


Most economists view company profits 
as containing some element of reward 
for risk-taking. It is important to realise 





*See The Economics of Capital Expenditure 
by K. A. Middleton (Statement on Accounting 
Practice, No. 5—Supplement to The Aus- 
tralian Accountant, September, 1960). 
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that the risk and uncertainty which 
surround various projects will have an 
important bearing on their relative 
attractiveness. Where the element of 
risk is high, a greater return will be 
required than where risk is low. 


Although a high order of judgment is 
needed in assessing risk, some assess- 
ment there must be. It is desirable, 
therefore, that the estimate of risk be 
separated from other calculations and be 
made quite explicit. 


These concepts form the essential 
elements of a theory of capital invest- 
ment appraisal. Investment is defined 
in a broad economic sense, estimates are 
prepared of the incremental costs and 
benefits which will accrue to the firm 
as a result of the investment, and these 
costs and benefits are discounted to a 
common point in time and expressed 
as an annual percentage return. The 
attractiveness of this return is then judged 
in terms of the firm’s cost of capital and 
the risks involved in the project. 


This approach can be used for all 
types of investments — for expansion, 
replacement, the building up of stocks, 
or for investment in research, employee 
amenities, product development, or adver- 
tising. 


Applying The Theory. 

There remains a wide gap between, 
on the one hand, a thorough understand- 
ing of the economics of capital invest- 
ment, and on the other, the production 
of a workable capital budget. 


The bridging of this gap requires top- 
management attention in a number of 
areas, notably: 


(a) Clarification of company aims 
and objectives and the setting of 
short- and long-term goals. 

(b) Production of ideas, in the form 
of specific investment proposals, 
for the achievement of _ these 
goals. 

(c) Use of adequate techniques for 
measuring and ranking proposals, 
so that the best will be chosen. 
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(d) Provision of funds to finance 
investment, and an assessment of 
the cost of these funds. 


(e) Administration of the actual 
capital spending to ensure that 
expected results are achieved. 


The establishment of a successful 
capital budgeting programme is essentially 
a matter for general management, whose 
responsibility it is to provide the leader- 
ship, the formal organisation and the 
qualified people to carry out a complex 
of related tasks. 


The cost accountant however, should 
play an important role in the capital 
budgeting process: 


1. Although the final shape of broad 
company objectives is properly a 
matter for the board and for 
general management, the cost 
accountant should participate, as 
a member of the management 
team, in periodic discussions of 
company policies and goals. 

His knowledge of processes and 
costs should fit him well to 
contribute ideas for new and better 
ways of doing things. Together 
with line managers and other 
staff, he therefore has a responsi- 
bility for originating investment 
proposals. 

He should play a leading part in 
assessing the attractiveness of 
proposed investments. It will 
probably fall to the engineers to 
draw up estimates of capital costs, 
and to the sales department to 
forecast revenues, but it will be 
the cost accountant, generally in 
consultation with line managers, 
who will provide estimates of 
operating costs. And in many 
cases the cost accountant will have 
the important task of drawing 
together these various forecasts and 
assessing the attractiveness of the 
project. 

Through his activities in construc- 
tion costing, and in preparing 
actual process or product costs 
when the project is installed and 
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operating, the cost accountant 
should play a part in the admini- 
stration of capital spending, and 
in the later assessment of its actual 
worth. 


Although these wider aspects of capital 
budgeting have not been neglected in 
the literature of the subject, greatest 
attention has been focused on the actual 
technique for measuring expected return 
on investment. Most of the discussion 
has centred on the discounted cash flow 
method, and it is that method which I 
propose to discuss in the remainder of 
the paper. 


The American economist, Irving 
Fisher, must take a large share of the 
credit for originating the main concept. 
In his book, The Nature of Capital and 
Income, first published in 1906, he 
systematically examined the relationship 
between current outlays and _ future 


incomes, and used what is basically the 
compound interest formula to express 
this relationship mathematically. 


The practical application of the 
method in business, however, has been 
largely fostered by Joel Dean, and his 
writings on the subject, notably in 
Managerial Economics and _ Capital 
Budgeting, are basic references. 


Dean’s work in this field has led to 
other contributions, with the result that 
there is now a fairly comprehensive 
literature available. The most accessible 
of these writings are to be found in The 
Controller, the monthly journal of The 
Controllers Institute of America Inc.; 
the Harvard Business Review, and in 
the Bulletin of the National Association 
of Accountants. The June 1960 issue 
of the N.A.A. Bulletin was devoted 
entirely to the problem of capital outlay 
evaluation and other aspects of return 
on investment. The subject has also 
been discussed in Australia, notably at 
the May 1958 Convention of the Aus- 
tralian Society of Accountants, and a 
paper, The Economics of Capital 
Expenditure, by K. A. Middleton was 
published as a supplement to the Sept- 
ember 1960 issue of The Australian 
Accountant. 





Most writers begin by pointing out 
weaknesses in various criteria often used 
in evaluating capital investment pro- 
posals. The criterion of postponability, 
for instance, is unsound because certain 
investments which may be extremely 
profitable, may also be readily deferred. 
It is true that the most urgently needed 
investments will be highly profitable 
ones, but their urgency can be quickly 
and directly shown by calculating return 
on investment. 


A second method of ranking proposals 
is the pay-back period. Widely used in 
American business, the pay-back method 
generally shows the time it will take for 
the project to return, in profits and 
depreciation, the original outlay required. 
There is some variation, however, in that 
some analysts compute pay-back before 
the payment of income taxes. The 
weakness of the method is apparent 
when one considers two investments, each 
requiring an outlay of £1,000 and each 
estimated to yield an average income of 
£100 a year (after taxes but before 
depreciation) but where the estimated 
economic life of one project is ten years 
and of the other 20 years. Pay-back is 
the same in both cases — ten years — but 
it is clear that the second proposal is 
more attractive, for it will continue to 
bring in revenue for a further ten years, 
whereas the earning power of the first 
will have been exhausted. 


What has been called the accounting 
method of calculating a rate of return is 
capable of overcoming this disadvantage. 
Bv this method some concept of average 
annual income (generally net profit after 
taxes) is expressed as a percentage of 
capital investment. There are, however, 
a variety of wavs in which the calcula- 
tion can be made. The investment may 
or may not include working capital 
requirements. The calculation may be 
based on the original investment, or on 
average investment throughout the period 
after allowing for the recouping of 
original outlays by way of depreciation 
charges. Various definitions of income 
may be used —- before or after deprecia- 
tion, interest and taxes. But these are 
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perhaps not of great consequence: it cap 
be argued that so long as a measure js 
used consistently the accounting method 
will serve as a guide to the relative 
attractiveness of various proposals. 


The accounting method leaves one 
problem unsolved: it fails to take account 
of the time pattern of earnings. Thus 
a project which is estimated to yield 
£1,000 a year during the first five years 
of its life, and £2,000 a year during the 
final five years, is ranked equally with 
an alternative project which promises 
£2,000 a year during its first five years 
and £1,000 a year during its final five 
years. 


The discounted cash flow method over- 
comes this drawback by weighting cash 
inflows according to their time distribu- 
tion. Details of the actual mechanics of 
the computation are readily available in 
the literature of the subject. Basically 
the process involves estimating the useful 
life of the project, and determining, year 
by year, the actual outflows and inflows 
of cash expected. The essence of the 


method is to find, by trial and error, 


those discount factors which when applied 
to annual net inflows of cash, will equate 
them to the original outlay. Specially 
prepared tables of present values (such 
as those on pages 360-361 of The 
Controller for August, 1958), aid in 
these calculations. 


Advocates of the discounted cash flow 
method have made a strong case for its 
adoption: they claim that once initial 
resistance to its apparent complexity has 
been overcome, it is easy to understand 
and to calculate, and that it is the only 
method which gives an accurate result. 


Those who defend the more familiar 
methods of estimating profitability often 
argue that the extra degree of mathe- 
matical accuracy is a needless luxury. 
They rightly point out that the whole 
process of capital budgeting involves 
forecasting and estimating, and that there 
is little point in using highly sophisticated 
and accurate techniques to manipulate 
data which are themselves subject to 4 
high degree of error. 
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Although there is a good deal of sense 
in this argument, I am not entirely 
convinced by it. In part this apparent 
drawback of the method can prove to 
be one of its main strengths. For if 
discounted cash flow is to be used, the 
firm must bring its assumptions into the 
open. Estimates of sales, costs, deprecia- 
tion charges, taxes and profits must be 
made year by year, and the expected life 
of each project must be assessed. The 
very process of doing this is likely to 
help a company by forcing it to think 
and plan ahead—not just in broad 
terms, but in some detail. The important 
thing is not that some estimates will prove 
wrong — which they surely will — but 
that they are being made, after careful 
thought and study. 


But the case cannot be carried too 
far. Discounted cash flow analysis will 
yield markedly different results mainly 
where the time pattern of future earnings 
is uneven. In practice this is often 
likely. It may be reasonable to assume, 
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for example, that it will take some time 
to establish a new product in a competi- 
tive market, but that once established the 
product will prove highly profitable. Or, 
to take a different case, the exploitation 
of a patent right might lead to high 
profits early in the life of the investment, 
with the likelihood of lower and declin- 
ing yields later, when other firms have 
begun production. In such instances dis- 


counted cash flow analysis may lead to 
very different results from those produced 
by the conventional accounting approach. 


Where the stream of earnings is 
expected to be fairly steady from year 
to year, however, the ratio of net profit 
after taxes to the original cost of the 
investment will yield a rate of return not 
markedly different from the true rate, 
but slightly below it. 


It would be wrong to regard dis- 
counted cash flow as a rigid technique 
or formula. It is rather a more 
realistic way of approaching the problem 
of measuring returns, and as such is still 
open to further improvement and modi- 
fication. 


It has recently been suggested, for 
instance, that it may be unrealistic to 
assume — as the usual approach to dis- 
counted cash flow does—that cash 
inflows received early in the life of a 
project can be reinvested to earn at the 
same rate as the project itself is earning. 
Thus a refinement is outlined whereby 
these funds are assumed to earn at a 
rate equal to the average rate of return 
for the firm as a whole. 


Conclusion: 


The main conclusion to be drawn from 
these remarks is that accountants should 
be aware of these new developments in 
investment appraisal, so that they can 
understand what they have to offer and 
when they can be usefully employed. 


In capital investment proposals time 
is of the essence: and yet time is 
precisely the element which conventional 
analysis ignores. Discounted cash flow 
attempts to handle the problem of time, 
realistically and accurately. 
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If the accountant is aware of this, and 
an important project presents itself in 
which the expected time pattern of cash 
flows is unusual, he will be ready with 
a supplementary analysis. 


For those whose managements are 
eager to understand and explore a 
technique which offers greater accuracy, 
it would be worthwhile experimenting 
with discounted cash flow with a view to 
adopting the method as a routine step 
in investment appraisal. Generally, how- 
ever, such a step should be taken 
cautiously, and only after the method 


has been fully explained to those who 


will have to interpret and act upon its 
results. 


None of the proponents of discounted 
cash flow would claim that its use 
replaces sound business judgment—judg- 
ment will always remain paramount in 
investment decisions. But the import- 
ance of the capital budget is such that 
judgment in the sense of blind guessing 
is no longer good enough. The dis- 
counted cash flow method encourages the 
use of foresight, and it is only when 
management begins to look ahead, 
detail and after careful analysis, that the 
quality of investment decisions will im- 
prove. 





EXPORT COMPETITION BECOMING TOUGHER 


EIGHTENING competition on world 
export markets and the desirability of 
keeping credit payment terms within a five-year 
maximum period were foremost in the recent 
discussions between international credit insurers 
at Berne, Switzerland. 

This was stated by Mr. G. A. Hawley, 
Commissioner of the Commonwealth Govern- 
ment’s Export Payments Insurance Corpora- 
tion, on his return recently from representing 
Australia at the talks. 

Representatives of sixteen world credit insur- 
ance bodies — internationally known as_ the 
Berne Union — together with an observer from 
the World Bank attended the meeting. 


Pressure for longer credit terms of settle- 
ment was being created by world-wide adverse 
economic forces. The larger trading nations 
are intensifying their drive for exports in 
order to maintain internal prosperity whilst 
the depleted foreign exchange reserves of many 
countries make it impracticable for them to 
pay cash for goods essential to meet both 
current requirements and capital investment 
plans. Similarly, an increasing number of 
private buyers everywhere are seeking credit 
from overseas suppliers because of restrictions 
on domestic bank accommodation or difficult 
trading conditions obliging them to concede 
credit to their local customers. The plight of 
many of the under-developed countries is parti- 
cularly acute principally due to declining world 
prices for their primary exports. 


Other subjects discussed included the under- 
writing experiences of member organisations 


in all markets of the world and trends in 
trading conditions for commodities ranging 
from primary to highly-manufactured goods 
Much valuable information was obtained by 
the Corporation from such talks and this in 
turn will be used to assist Australia’s export 
industries. 

Sixteen countries have been visited by repre- 
sentatives of the Corporation over the last 
eighteen months, including U.S.A., Mexico, 
Spain, United Kingdom, Iran, Hong Kong, 
Taiwan, Korea, Singapore, Malaya and Japan 

This “on the spot” examination of political, 
economic and commercial trends has supple- 
mented the wide range of intelligence already 
being received from a variety of overseas 
sources. This accumulation of vital trade in- 
formation is proving of increasing value in 
assisting exporters to enter new markets and 
to remain competitive wherever they traded. 


Since E.P.I.C. commenced accepting business 
just over three years ago, more than £75 million 
of exports have been underwritten in no less 
than 121 different markets. The bulk of this 
business has involved the extension of some 
period of credit by suppliers. 


Mr. Hawley said his recent observations 
further confirmed his opinion that credit terms 
will play a more dominant role than ever in 
maintaining and winning export business in 
most markets. Payment terms are quite in- 
separable from price considerations and are 
of prime importance to successful export 
trading ranking with quality, packing and 
delivery of the goods. 
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Some Impressions of Business 
Education Abroad 


INTRODUCTION 


HANGE is occurring so rapidly in 

business and technological spheres 
that educators must of necessity con- 
sider the needs of business management 
in the world of tomorrow rather than 
in that of today. In designing curricula 
and teaching methods greater emphasis 
should therefore be placed on the de- 
velopment of basic analytical! tools and 
on their general application in identifying 
and solving the many and varied prob- 
lems confronting management. It seems 
certain that much of the existing content 
of business courses overseas will be 
drastically revised and that more atten- 
tion will be given to the analytical ap- 
proach and to quantitative methods such 
as mathematical programming. “Col- 
legiate business education should educate 
for the whole career and not primarily 
for the first job. It should view the 
practice of business professionally in the 
sense of relating it to what we have in 
the way of relevant systematic bodies of 
knowledge. It should emphasize the de- 
velopment of basic problem-solving and 
organizational skills and socially con- 
structive attitudes rather than memory of 
facts or training in routine skills.”? 


This paper reviews developments and 
educational trends in overseas university 
schools of business, and discusses some of 
the issues involved in educating business 
executives of the future. 





|. From September, 1959, until February, 
1960, Professor Smyth was visiting lec- 
turer in the School of Business Adminis- 
tration in the University of Michigan, Ann 
Arbor, and frequent reference is made 
throughout to practices adopted in that 
university. 


- R. A. Gordon and J. E. Howell, Higher 
Education for Business, Columbia Univer- 
sity Press, New York, 1959, p. 126. 
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By E. BRYAN SMYTH,? 
Professor of Accountancy, 
The University of New South Wales. 


THE UNITED STATES OF 
AMERICA 


In the United States, industry is de- 
pendent, to an increasing extent, on the 
universities for providing the trained 
people it requires. Although industry is 
one of the main sources of support for 
the universities, it is, at the same time, 
somewhat critical of the nature of the 
courses being provided by the business 
schools. Consequently, much thought is 
now being directed to such matters as 
specialization versus breadth, ideal 
course structures, research and higher 
degrees, teaching and examining methods, 
executive development and associated 
programmes, and entrance requirements. 


Specialization versus Breadth 


There is a trend in the leading under- 
graduate business schools to move away 
from the narrow, vocational approach 
in the teaching of business subjects and 
to concentrate on broad principles. Many 
educators are advancing the view that 
professional training should be based on 
a good liberal education. At the Uni- 
versity of Michigan, the undergraduate 
degree course in business administration 
is almost equally divided between courses 
which are compulsory, and other courses 
which are optional. Compulsory units 
are provided in fields such as economics, 
accounting, finance, marketing and statis- 
tics — all of fundamental importance 
for a business career. At the same time, 
students are given the opportunity of 
selecting courses related to their par- 
ticular interests, and these are found in 
both the liberal arts and other fields 
represented in the curricula of the uni- 
versity. Many of the better American 
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universities have maintained a policy of 
restricting the specialized programmes to 
the graduate level in contrast to other 
institutions, which, under pressure, pro- 
vide highly specialized courses at the 
undergraduate level. Many faculty mem- 
bers contend that the first-degree student 
is not ready to delve deeply into any 
one of the specialized areas until such 
time as he has matured intellectually by 
association with disciplines quite separ- 
ate from his own field. Because business 
is conducted in an economic and social 
environment subject to constant change, 
potential business executives should be 
exposed to the various factors which 
influence this environment, and _ thus 
should pursue studies in the fields of 
humanities, the social and behavioural 
sciences and mathematics. 


On the other hand, at the graduate 
level there is a tendency for specialization 
to be encouraged. The Master of Busi- 
ness Administration degree requirement 
can usually be met in one year of full- 
time study after attaining a Bachelor’s 
degree. In some cases qualifying courses 
are prescribed for students who are de- 
ficient in their first degree in certain 
subjects, such as economics and account- 
ing, and these students may complete 
the M.B.A. degree in two years of full- 
time study. Fields of specialization at 
the graduate level in American univer- 
sities include accounting, finance, market- 
ing, industrial relations, business statis- 
tics, hospital administration and actuarial 
science. 


Two reports on business education 
have been published recently in the 
United States. The first, Higher Educa- 
tion for Business by Professor R. A. 
Gordon of the University of California, 
and Professor J. E. Howell of Stanford 
University, was sponsored by the Ford 
Foundation, and is usually referred to as 
the “Gordon Report”. The second, The 
Education of American Businessmen by 
Professor Frank C. Pierson, of Swarth- 
more College, was sponsored by the 
Carnegie Corporation, and is usually 
known as the “Pierson Report”. All 
three authors are economists. 
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Both reports criticize university busi- 
ness schools for failure, inter alia, to 
emphasize education in the general or 
liberal arts, and for over-specialization. 
During the period from 1930 to 1950 
the total of liberal arts degrees awarded in 
the United States increased by 100%, 
whereas the number of first-degrees in 
business increased by 500%. In general, 
one out of every seven undergraduates 
and one out of every five men under- 
graduates in the United States is now 
majoring in business subjects taken as 
the basis of a first-degree. The two 
surveys, although made independently, 
reached similar conclusions. As a result 
of their interviews with a large number 
of company management personnel, the 
authors hold the opinion that at the 
undergraduate level work is required 
which will develop general capacities and 
understanding, and that this can best be 
achieved by exposure to the major fields 
of learning.* They feel that, ideally, there 
should be no specialization within the 
broad field of business, at least at the 
undergraduate level. The only discipline 
they would exempt from this requirement 
is accounting —a field in which they 
felt employers did demand specialization. 
They also considered that specialization 
interferes with a broad liberal education, 
and that specialized courses tend to be- 
come descriptive of past and current 
practice, proliferating into all kinds of 
sub-standard, non-academic courses. 
Finally, they claimed American business 
enterprises are now better integrated and 
are beginning to provide their own 
specialized training programmes. 


Some professors of business admini- 
stration have pointed out that both reports 
were made by economists and that yeats 


ago the business schools broke away 
from the economics departments of the 
universities, claiming that those depart 
ments were too pre-occupied with theory 
and theoretical analysis. The business 





3. See appendix. 


4. Professor of Business Administration ™ 
the Bernard M. Baruch School of Business 
and Public Administration in the City 
College of New York. 
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schools then set up their own depart- 
ments of applied economics, and adopted 
what they claimed was a more realistic 
approach to the teaching of business 
subjects. Dr. John Wingate*, a prominent 
educationalist, considers there are strong 
arguments for specialized courses in the 
universities at the undergraduate level. 
A broad education, he says, can be very 
shallow; it can leave the student with 
little conception of the actual world of 
business. On the other hand, specialized 
courses can be given in depth; to under- 
stand business broadly, and a segment of 
it in depth, seemed to him the best 
preparation for a business career. 


At present less than 10% of American 
graduates in business administration pro- 
ceed to higher degrees, because they have 
attained at first-degree level the standard 
usually required by employers. If 
specialization in first-degree courses was 
restricted as recommended by the Gordon 
and Pierson reports, and students still 
wished to obtain a specialized training, 
more of them would have to take higher 
degrees. Those with only a first degree 
would have a standard of business educa- 
tion inadequate for employers’ needs. 
Thus, whilst the number of students tak- 
ing higher degrees would tend to in- 
crease, the overall number of business 
specialists would tend to decrease. This 
result, it was considered, would justify 
the restriction of specialized work in 
undergraduate courses. 


Conditions in Australia differ from 
those in the United States. Industry is 
not providing “in-training’ courses to 
anywhere near the same extent as in the 
United States. Furthermore, the _first- 
degree courses in commerce in some 
Australian universities would be more 
comparable with the graduate, than with 
the undergraduate, degree courses in 
business administration offered in the 
North American universities. There is 
no doubt that in Australia most employers 
prefer applicants with specialized train- 
ing. 
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Course Structures 


Structures of the business courses in 
American universities are markedly dif- 
ferent from those in the economics and 
commerce courses usually given in 
British and Australian universities. The 
American business courses cover a wide 
range of subjects in commercial and in- 
dustrial management generally. The 
undergraduate course at the University of 
California, Berkeley, for example, covers 
accountancy, statistics, production, or- 
ganization and management, commercial 
law, marketing, finance, industrial rela- 
tions and economics. This curriculum is 
typical of many undergraduate business 
courses in the United States. Economics 
and commerce courses in British and 
Australian universities, however, are 
more frequently based on a core of ac- 
counting, economics and commercial law. 
Many of the business subjects are now 
being regarded in the United States as 
vocational, and the tendency in the 
undergraduate degree course is to give 
the student a foundation in the liberal 
arts and sciences for the first two years. 
Business subjects are taken in the last 
two years, and the student may then 
proceed to a graduate course which re- 
quires a further one year of full-time 
study (two years in some universities). 
At the University of Michigan the cur- 
riculum is arranged to provide a study 
of the basic aspects of business, ex- 
perience in the analysis of business 
problems, specialized and technical pre- 
paration in certain branches of business, 
and an appreciation of the position of 
the businessman in the social order and 
his relationship to the general welfare. 
The graduate course, leading to the 
Master’s degree in Business Administra- 
tion can be built either on a Bachelor’s 
degree in Business Administration, or, 
alternatively, on a Bachelor’s degree in 
Arts, Science or Engineering. In the 
former case, one year’s graduate work 
leads to the Master’s degree; in the latter 
case the course covers a period of two 
years. 


In some universities there is a tendency 
to select certain business subjects as fields 
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of specialization in undergraduate degree 
courses. In the better universities, how- 
ever, specialization in any particular field 
is encouraged at the graduate rather than 
the undergraduate level. Thus account- 
ing, for example, is regarded as one of 
the many disciplines influencing manage- 
ment decisions rather than as an end in 
itself. Stress is therefore placed on 
principles, and students are introduced 
quickly to the management uses of ac- 
counting. Graduate students may, if they 
so choose, specialise to a greater extent, 
and with this in view, courses have been 
designed to furnish preparation for public 
accounting, industrial accounting, govern- 
mental accounting and the university 
teaching of accounting. At the Wharton 
School in the University of Pennsylvania, 
Philadelphia, a special faculty committee 
has recommended that, in the accounting 
subjects, work in the third and fourth 
years should be divided equally between 
general financial accounting and manage- 
ment accounting. The course in general 
financial accounting in the third year 
was to precede the course in management 
accounting which was to be given in the 
fourth year. In the latter course em- 
phasis was to be placed on budgets and 
standards, and upon predictive, rather 
than upon historical, cost accounting. In 
the last semester of the final year, a 
special course in management accounting 
for decision-making and control was to 
be included. 


In the leading universities, such as 
the Carnegie Institute of Technology, 
Harvard, Wharton School and Columbia, 
emphasis is being given to “Quantitative 
Data Analysis”, a course in which ac- 
counting, economics, statistics and the 
appreciation of operations research and 
linear programming are integrated. The 
course is designed to develop familiarity 
with, and an appreciation of, the useful- 
ness and limitations of the quantitative 
analysis approach to business problems. 
The Harvard Control course provides 
instruction in some of the established 
analytical techniques in the fields of ac- 
counting, business economics and statis- 
tics. The techniques are not studied as 
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ends in themselves, but rather as an 
integral part of the process of making 
decisions. The functional areas of 
finance, production and marketing pro- 
vide case and other teaching material. 
An attempt is made to orient figure 
analysis to the particular problem being 
considered and to the immeasurable 
factors which are also relevant. In the 
second year of its M.B.A. degree Harvard 
has an interesting course, “Probability 
and Statistics for Business Decisions”, 
which introduces basic concepts of the 
theory of probability, and examines ap- 
plications of this theory to _ business 
situations as well as the possible use of 
high-speed computers in solving com- 
plex problems. The aim is not to train 
Statisticians but rather to demonstrate 
situations where it would be profitable 
to consult experts and specialists. 


G. L. Bach,’ Dean of the Graduate 
School of Industrial Administration of 
the Carnegie Institute of Technology, has 
suggested a two-year graduate curriculum 
designed to educate the business execu- 
tive of the future. He assumed that 
students would have a first degree in the 
liberal arts or engineering, and his course 
structure was broadly as follows:— 


FIRST YEAR 


(1) A foundation stem in “the administra- 
tive processes and organizational behaviour”. 
This course would look in detail at the firm as 
a going concern and at the behaviour of human 
beings in it, both as individuals and as groups. 
Its main concern would be with analytical 
tools designed to give an understanding of the 
influence and communication processes in the 
organization. 

(2) A course in economic analysis—the ana- 
Ivticel toels of macra and micro economics. 

(3) A course in quantitative method, deal- 
ing with the use of figures in decision-making 
and control, and centred around managerial 
statistics and managerial accounting. 

(4) An analysis of the “functional” fields 
of business—production, marketing and finance 
as applied problem areas. 





In a talk presented in August, 1957, at 4 
seminar on “New Developments in Bust 
ness Administration,” sponsored by the 
Ford Foundation. 
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SECOND YEAR 


(1) A course in business policy and its 
administration. Stress would be on the inte- 
grated use of analytical tools in the applied 
or functional problem areas of business. 

(2) A course on the place of business and 
the businessman in the economic, political and 
social environment of a democratic society. 

(3) Elective courses—one from marketing, 
production or finance, and another from 
managerial mathematics, advanced statistical 
method, managerial economics, communica- 
tion processes, etc. 


Research and Higher Degrees 


One in every seven undergraduates in 
the United States is majoring in business. 
These students can take degrees in 
business administration in nearly 600 
accredited colleges and _ universities. 
Having taken the B.B.A. degree, or B.A. 
or B.Sc. in business, they may proceed 
to an M.B.A. or an M.A. degree at 160 
institutions and the Ph.D. in Business 
at 30 institutions. Quite frequently, no 
thesis is required for the Master’s degree, 
though some universities (for example, 
Stanford) give credit towards the degree 
for successful work on a project of in- 
dependent research. 


Those universities with exclusively 
graduate schools tend to concentrate on 
a two-year full-time programme, which 
assumes no previous work in business 
administration. Courses are built around 
a fairly broad core of business subjects 
and emphasize preparation for a general 
executive career. Schools which offer 
both graduate and undergraduate courses 
tend to concentrate on a one-year full- 
time Master’s programme, which assumes 
the equivalent of one year’s work in 
business subjects: In general, the one- 
year graduate courses in these schools 
do not follow the broad pattern, but tend 
rather to encourage a year of specializa- 
tion in a chosen field. The emphasis 
is On preparation for a university staff 
career in teaching in a particular field 
of business rather than on broad general 
management. The two-year programmes 
usually cover administration, organiza- 
tion, human relations, managerial econo- 
mics, accounting, statistics, and some or 
all of the functional fields such as finance, 
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marketing, production, business fluctua- 
tion, econamic growth and forecasting, 
legal, political and social framework of 
a business, with considerable emphasis 
on historical development and business 
policy. 


An interesting feature of the University 
of Michigan is an M.B.A. programme in 
engineering and business administration 
in which the Business School and the 
Engineering School jointly provide the 
courses. Candidates for this programme 
are required to have a Bachelor’s degree 
in engineering. The course provides for 
the same type of need as do the graduate 
and undergraduate courses in industrial 
management at the Massachusetts In- 
stitute of Technology. At Michigan, the 
M.B.A. degree curriculum covers a 
broad range of business subjects. These 
must include, however, two courses each 
in accounting, statistics, finance, business 
law and marketing. Students with the 
B.B.A. degree from the University of 
Michigan may complete the M.B.A. 
course in one year of full-time study. 


The doctorate of philosophy in busi- 
ness administration is usually offered for 
those students who wish to prepare for 
academic careers in schools of business 
administration, or for high-level research 
positions in business or government. 
Applicants for admission to these courses 
must meet certain general requirements 
and most graduate schools admit only a 
limited number of doctoral candidates 
each year. At Michigan, applicants may 
be subjected to a written qualifying 
examination in three fields which consist 
of economics and any two from account- 
ing, statistics, marketing, finance and 
industrial relations. Requirements as to 
residence and knowledge of foreign 
languages must also be met. Suitable 
applicants are encouraged to proceed 
directly from the first degree to a_doc- 
torate. Those holding the M.B.A. degree 
from the same university in which they 
are proceeding to a Ph.D. are usually 
admitted to candidature in a minimum 
time. After admission candidates must 
select and have approved a project for 
independent research, and the work con- 
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sists thereafter in pursuing this research 
and presenting its results in the form of 
a scholarly dissertation. At Michigan, 
the candidate is also required to pass an 
oral examination covering his field of 
specialization. The usuai time required 
to attain the Ph.D. is three years, al- 
though a candidate with an M.B.A. de- 
gree may, in certain cases, complete the 
degree in the minimum of two years. 


The Ph.D. awarded by most of the 
better graduate business schools is of 
high standard. More of these schools 
are currently encouraging the develop- 
ment of doctoral programmes and are 
devoting more of their resources to this 
end. They are becoming more research 
minded, realising that it is a function of 
universities to advance the frontiers of 
knowledge, and that the achievement of 
this objective will come only through re- 
search. 


Teaching and Examining Methods 


In many American universities, inclu- 
ding the University of Michigan, the main 
teaching method used is known as the 
“recitation” method, that is, a combined 
lecture and tutorial delivered to a small 
group of students never numbering more 
than thirty and usually about twenty. In 
only two departments at Michigan, 
namely marketing and finance, is the case 
study method used to any great extent, 
although Harvard uses it exclusively in 
all business courses, and Stanford uses 
it exclusively in some courses and 
collaterally with other teaching methods 
in others. Lectures, seminars, field trips, 
group projects and independent research 
are used to some extent, but in the 
majority of the better schools, the re- 
citation system to small groups pre- 
dominates, and at Michigan, at least, 
this system is most effective. In most 
accounting departments few “straight” 
lectures as such are given, and the case 
study method is used very sparingly, if 
at all. The combined lecture-tutorial or 
“recitation” method with small groups 
is preferable to the straight lecture system 
with large groups, since it makes possible 
greater student participation. A limiting 
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factor, of course, is the staff-student 
ratio. At the School of Business Ad- 
ministration in the University of Michigan 
there were in 1960 eighty-six members 
of the teaching staff and a staff-student 
ratio of 1:12. There is also an “ac- 
counting laboratory” where students are 
able to do assignments under the super- 
vision of members of the lecturing staff 
and discuss their individual problems. 
Authorised students have access to the 
university’s central statistical station in 
which there is a complete unit of punched 
card equipment. 


As far as examining is concerned, 
most of the American business schools 
place more weight on the student’s per- 
formance throughout his course and less 
on his performance at the final examina- 
tion than is the practice in British and 
Australian universities. At the University 
of Michigan, for example, the appraisal 
of a student’s work is based partly on 
assignments completed, partly on results 
in unannounced class “quizzes” and in 
tests given during the semester, and 
partly on the final examination. The 
semester tests and final examination 
papers are carefully prepared to avoid 
repetitive transcription by candidates in 
solving problems, and are designed to 
test their ability to analyse and reason 
out the issues raised. 

All examination papers are marked, 
results tabulated by data processing 
methods, and notified to students within 
three days of the examination. In com- 
paring these examining techniques with 
those in use elsewhere, due regard must 
be given to the different staff-student 
ratios and to the availability of funds and 
equipment. Nevertheless, the American 
system does give students a much greater 
opportunity of making good lost ground 
and may be one reason why failure rates 
in American universities are generally 
lower than those in Australian univer- 
sities.® 





6. It would be fair to say that although ad- 
mission standards of most American busi- 
ness schools are lower than those of other 
faculties, the graduation rate of business 
students is considerably higher than those 
for other university schools. 
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Executive Development and Associated 
Programmes 


Over recent years Harvard, and most 
of the other recognized American busi- 
ness schools, have introduced executive 
development programmes, and it is anti- 
cipated that in 1961 there will be at 
least fifty such programmes operating in 
the United States and Canada. The main 
purpose of these programmes is to 
broaden the viewpoint of the participants 
with regard to the inter-relationship of 
policy and action decisions in the various 
sections of a business enterprise; to have 
them appreciate the differences in the 
behaviour and motivation of people in 
both supervisory and subordinate posi- 
tions; and to recognize the impact of 
external forces on business operations. 
Those admitted to the programmes have 
proved their competence in increasingly 
responsible positions which have given 
them a background of specialized ex- 
perience. The idea behind the executive 
development programme is that, whilst 
such specialized experience is invaluable, 
it may prevent a promising man from 
obtaining a comprehensive understanding 
of the operations of his company as a 
whole, and of the industry to which it 
belongs. The programme recognizes the 
need for providing these men with a 
broader understanding so they may 
better serve their individual company and 
the economy in general. 


Residential courses have been designed 
for men with considerable experience in 
business at the executive level. Each 
applicant for admission must be nomi- 
nated by his employer and sponsored by 
him. Admission is highly selective and 
successful business experience is a most 
important requirement. At the Univer- 
sity of North Carolina, men under thirty- 
five years of age are not usually accepted. 
Each applicant is considered from three 
points of view: his competency to under- 
take advanced work in management, his 
ability through administrative experience 
to make a substantial contribution to the 
executive programme and his potential 
ability to exert an influence on the future 
business operations of his company. At 
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North Carolina a further factor in selec- 
tion was the desirability of obtaining a 
“balanced” group containing men from 
representative cross-sections of industry 
and business. The programme is limited 
to forty persons and consists of nine 
residential week-ends and two weeks of 
full-time residence at the University. The 
fee for the course is $1,250 per person. 
Faculty members of senior rank are 
called upon to develop and present the 
various parts of the programme. Each 
lecturer is a leader in his field, with 
broad practical experience. Outstanding 
men from other universities are invited 
to participate as guest lecturers and dis- 
cussion leaders, and prominent business- 
men occasionally lead discussions on 
special management problems. 


Since the summer of 1954 the School 
of Business Administration in the Uni- 
versity of Michigan has _ conducted 
similar executive programmes during the 
summer vacation. It has also established 
two agencies —- the Bureau of Business 
Research and the Bureau of Industrial 
Relations. A_ basic function of the 
Bureau of Business Research is to assist 
faculty members in their individual re- 
search projects by providing editorial and 
clerical assistance and by co-ordinating 
and publishing their research work. In 
recent years the activities of the Bureau 
have extended to research studies under- 
taken by faculty members, but sponsored 
and financed by industry. The Bureau 
publishes the results of its research in 
four forms: the Michigan Business 
Studies, a monograph series presenting 
the results of investigations made by its 
staff members; the Michigan Business 
Cases, problem material collected for 
class work in case form; the Michigan 
Business Papers, proceedings of business 
conferences held in, or sponsored by, the 
School of Business Administration; and 
the Michigan Business Reports, which 
present the results of special research 
projects. The Bureau also publishes bi- 
monthly The Michigan Business Review. 


The second agency, the Bureau of In- 
dustrial Relations, aims at promoting a 
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better understanding of industrial rela- 
tions by organising and conducting con- 
ferences for those directly interested in 
research and the publication of results, 
and by maintaining a reference library 
of literature and reports in the field of 
industrial relations. Much attention is 
given to the study of personnel policies 
and procedures. Surveys have been made 
and reports published on such problems 
as the introduction of technological 
changes, the design of employee benefit 
plans, the use of incentive schemes and 
the development of executives. 


Entrance Requirements and Admission 


Standards 

Very few American undergraduate 
business schools have selective admission 
tests, and intelligence test scores indicate 
that business students on the average are 
near the bottom of the list among the 
various university student groups. On 
the whole, those American schools which 
are exclusively graduate maintain reason- 
ably high standards of admission. Most 
of these use the Admission Test for 
Graduate Study in Business (A.T.G.S.B.) 
as well as undergraduate scholastic re- 
cords. 


The University of Michigan provides 
both undergraduate and graduate educa- 
tion in business administration and the 
admission of its students is on a selective 


basis. As a State-supported institution, 
the university admits all qualified appli- 
cants who are residents of the State of 
Michigan, provided they are prepared to 
carry out the chosen programmes of 
study. Enrolment of freshmen from other 
States is limited to one-third of the in- 
coming freshmen class. Special preference 
is given to qualified applicants who are 
children of graduates of the university. 
Students from foreign countries whose 
educational background would place 
them below the sophomore (second year) 
level in the university are not admitted 
unless there is unusual evidence of a 
command of English, maturity and readi- 
ness for university study. 
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Freshmen are selected according to 
the probability of their success in their 
chosen field of study, their potential for 
education and personal development, the 
possible contribution they will make to 
the enrichment of the student body, and 
the likelihood of their becoming alumni 
who will reflect credit on the university. 
The university has no programme for 
students who are not prepared to carry 
the regular first-year courses, and there 
is no provision for the admission of 
students on probation. All are expected 
to be able to carry the full normal pro- 
gramme, and to demonstrate in the first 
year their ability and willingness to be 
successful in their studies. Freshmen 
have to be at least sixteen years old and 
be graduates of accredited high or pre- 
paratory schools. Those applying from 
unaccredited schools are expected to take 
university examinations to determine their 
suitability for entrance. In regard to the 
high-school qualifications the university 
strongly recommends that students have 
four units of English, and at least one 
unit of laboratory science. They are 
also advised to include the study of a 
foreign language, a year of algebra and 
a year of geometry in their pre-university 
preparation. 


Professional Accountancy Education in 
the U.S.A. 


Entry to the public practice of ac- 
counting in all of the American States 
is regulated by State laws which provide 
that no person may describe himself as 
a certified public accountant (C.P.A.) 
unless he holds the certificate issued by 
the State in which he is to practise. The 
State certificate is obtained by passing 
the prescribed examinations and _satis- 
fying other necessary experience and 
character conditions. 


The Board of Examiners of | the 
American Institute of Certified Public 
Accountants has prepared uniform 
examinations which are now adopted by 
almost all of the American States. Each 
State stipulates its own conditions for 
taking the common examination papers. 
Only in a few States is completion of a 
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university or college course a prerequisite, 
and most ask for no more than a high- 
schoo! education. The American Institute 
of Certified Public Accountants has, 
however, expressed the view that a uni- 
versity education will eventually become 
the recognized prerequisite for entrance 
to the C.P.A. examinations. The States 
of New York and New Jersey require 
graduation from college, including the 
study of accounting and business admini- 
stration subjects. California, Tennessee 
and North Carolina require two years of 
college or university, and Illinois thirty 
semester hours of study in accounting 
and related subjects. Statistics show that 
a high proportion of candidates, and par- 
ticularly the most successful ones, have 
had a college education. In fact, the 
majority of successful candidates over 
the past twenty years have been college 
graduates, and, of those who were not, 
all had a basic training extending beyond 
the high school level. A survey of the 
educational background of C.P.A. can- 
didates for the May, 1953, examination 
showed that 74 per cent were college 
graduates. In the 1957 examination this 
percentage increased to 80 per cent. 
Public accounting firms generally are 
energetic in recruiting university graduates 
who have majored in accounting. 


In 1956 the Report of the Commission 
on Standards of Education and Ex- 
perience for Certified Public Accountants 
recommended the following as long-range 
goals for the preparation of individuals 
for entry into the profession as certified 
public accountants: a college or university 
programme lIcading to a_ baccalaureate 
degree including a substantial amount of 
general and cultural courses; a qualifying 
examination; a professional academic 
programme; and an_ internship pro- 
gramme, followed by a uniform C.P.A. 
examination. The qualifying examination 
would test the college graduate’s intellec- 
tual capacity, his academic achievements, 
and his aptitude for public accountancy. 
This examination was not intended as 
a “pass” or “fail” type of test. It was 
designed to assist educational institutions 
in selecting individuals who had the 
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capacity and aptitude to undertake, with 
benefit, the training to be provided 
through the proposed professional pro- 
grammes. The Commission, in recom- 
mending the establishment of academic 
programmes within the framework of 
schools of business administration, sug- 
gested that class material should be 
drawn from public practice, and that 
faculty staff should be experienced in 
public accountancy. Many accounting 
professors are in favour of independent 
professional accounting schools ou‘side 
the framework of the business schools. 
This view is strongly opposed by most of 
the deans of the business schools, mainly 
on the ground that such a move would 
impose more specialization in the face 
of a trend towards generalization in first- 
degree courses. 
THE UNITED KINGDOM 

In contrast with the United States, 
Great Britain is doing little to provide 
education for business at the university 
level. Traditional undergraduate courses 
in economics, statistics, law and account- 
ing are still common to the provincial 
universities and there seems to be little 
or no attempt to integrate these basic 
disciplines or to apply them to the prob- 
lems of modern business enterprises. 


Accounting courses are strongly 
oriented to professional accountancy 
with negligible emphasis on accounting 
as an aid to the management functions 
of decision-making and control. The 
London School of Economics and Politi- 
cal Science, however, has a department 
of Business Administration which offers 
a limited number of selected students a 
one-year full-time graduate course in 
business administration, and facilities 
for research into problems of business 
practice. This course aims to provide a 
method by which students can effect 
transition from university to business, 
and in the case of those already engaged 
in business, to give a broader under- 
standing of business and its environment. 
Subjects include economics, accounting, 
business problems, labour, finance, pro- 
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duction, distribution, market research and 
statistics. Classes are generally conducted 
as discussion groups and problem material 
is largely drawn from actual business 
cases. 

An interesting development is taking 
place at the University of Cambridge 
where a one-year course in industrial 
management is offered to a limited num- 
ber of honours graduates. The pro- 
gramme is supervised by the Faculty 
Boards of Engineering and Economics 
and covers the areas of human behaviour 
in industry, industrial organization, 
economics and quantitative analysis (ac- 
counting and statistics). 


Accountancy Training and the British 
Universities 


Over recent years the universities and 
the accounting profession have co- 


operated in a joint scheme, whereby it 
is possible to obtain within a period of 
five and three-quarter years (three years’ 
articled service and two and three-quarter 
years’ full-time university study) both a 


university degree and a_ professional 
qualification in accountancy. A candidate 
for professional entry under this scheme 
is exempted from all of the Institute 
of Chartered Accountants’ professional 
examinations, except the final papers, all 
of which may be taken at the one sitting. 
Even so, comparatively few (124 out of 
894 in 1957) of those admitted to mem- 
bership of the profession of public ac- 
counting in the United Kingdom had 
university degrees. The universities do 
not plan their courses to equip students 
for the professional accounting examina- 
tions, and as a consequence have been 
criticised. Firstly, there are those who 
consider students should read generally 
at the university and pursue their ac- 
counting studies subsequently outside the 
university. Then there are those who 
claim that any university training for ac- 
counting is a waste of time, and that 
the three years in the university would 
be better spent gaining practical ex- 
perience in the profession. Both views 
show a lack of understanding of the 
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nature and purpose of university educa- 
tion. Nevertheless, there is a growing 
body of opinion that theoretical training 
in universities would be beneficial and 
therefore should be encouraged. 


In January, 1959, the Association of 
University Teachers of Accounting in 
the United Kingdom set up a committee 
under the chairmanship of Mr. H. C. 
Edey of the London School of Economics 
and Political Science, to enquire into 
education for accounting. His commit- 
tee’s report pointed out that in no pro- 
fession of comparable importance in 
England had the universities made so 
little impact as on the accountancy pro- 
fession. It further recommended _ the 
creation of a committee comprising 
educationalists and representatives of the 
Institute to keep the profession’s educa- 
tional requirements under constant re- 
view, and concluded that, if accountants 
wished to maintain a position as mem- 
bers of a learned profession, they would 
have to devote more effort and money 
to the task. 


Preparation for the final professional 
examinations in Scotland, however, 
usually involves some attendance at the 
university. There is an increasing em- 
phasis on management accounting and a 
trend for examinations to be of a more 
theoretical nature and controlled by the 
universities. 


SWEDEN 


Sweden has four universities — 
Uppsala (founded in 1477), Lund (1688), 
Stockholm (1877) and Gothenburg 
(1891), with two or more of the follow- 
ing faculties — Arts and Science, Law, 
Theology and Medicine. There are two 
schools of Economics, one in Stockholm, 
the other in Gothenburg. Degree courses 
in economics are centred around general 
economics and business economics 
(business administration). In 1958 the 
universities introduced the _ subject, 
Business Administration, to their Arts 
faculties, and it became necessary to 
co-ordinate the courses of the Economics 
schools with those of the universities to 


The Australian Accountant, March, 1961. 





WHERE YOU WANT IT! 


= 
= 
™ 
z 
» 
< 


UCa- 
wing 
ning 

and 


There is no place where the Olympia 
“Traveller dictating machine cannot 
operate. From your office, in your car 
or out in the field, the Olympia 


n of 
j “Traveller can be used at will. 


> in 
littee 
. eo 
mics 
into 
imit- 
pro- 
> in 
e $0 
pro- 
the 
ising 
f the 
juca- 
t re- 
tants 
nem- 
jould 
oney 











ional 
ever, 
t the 
em- 
ind a 
more Fully transistorised, it can be used 
y the either from its “everlasting” mains- 
charged batteries, or direct from the 
mains. 














FOR DICTATION.) 


SE 





With flat magnetic discs, and a unique master- 
controlled microphone, dictation is faster, easier and 
more economic. 

Price is only £115.10.0 — outstanding value for a 
really outstanding dictating machine. 


Fill in and post this coupon for a test trial now! 


Fe PF SF SF SSF SF SSS SS SSS SSS SSBB eee eee eee eee eee 


OLYMPIA TYPEWRITER CO. (AUST.) PTY. LTD. 
360-362 KENT STREET, SYDNEY 


Please send me details of the Olympia “Traveller” Dictating Machine 
Name 
Address 








The Australian Accountant, March, 196]. 








when a paper is matured 


Did you know that a good writing paper improves with maturing? 
Its strength, its texture, its general quality, are all improved to 
just such a degree that it becomes a little better than other papers. 
Such a paper is “Burnie” Broad Laid —a true, high-density 
sheet of outstanding opacity and full maturity —a fine paper 
for business houses and professional needs. 


ASSOCIATED PULP & PAPER MILLS LIMITED 


Offices at Melbourne, Sydney, Brisbane, Adelaide. Mills at Burnie, Tasmania 


The Australian Accountant, March, 196l. 








facilitate transfer of students from one 
institution to another. 


The Stockholm School of Economics 
was founded in 1909 for the promotion 
of scientific instruction and research in 
economics, business administration and 
other related fields. Admission to this 
school is by selection process, and only 
about one-third of the applicants are 
admitted. Prospective students must 
have passed the equivalent of a matricu- 
lation examination at a secondary school 
(gymnasium). This would correspond 
to the level of entry to the undergraduate 
business course (after two years of a 
liberal arts college) in the United States. 
Most students would also have completed 
their military service and some would 
even have one or two years in business. 
Practical business experience is a factor 
considered in selecting students, and the 
average enrolment age is about twenty- 
three to twenty-four years. A course of 
three years’ full-time study leads to a 
first degree in economics, and beyond 
that there is a higher degree, and, after 
further advanced research, a doctorate 
(Ekon.D.). The syllabus for the first 
degree includes general economics, busi- 
ness administration, economic geography, 
business law, a foreign language and 
specialized courses in personnel admini- 
stration, business organization, account- 
ing and finance, managerial economics, 
marketing and international economics. 
Candidates may also take courses in 
economics, history and statistics. 


From about 1930 onwards teaching 
in the Swedish schools appears to have 
been much influenced by American 
practice. This is particularly so in the 
subjects of business administration and 
business economics, where the emphasis, 
as in American business schools, has been 
placed on applied economics. Recently, 
however, there has been a tendency for 
the teaching offered in business admini- 
stration to be more closely related to 
general economics than is the case in the 
United States. For the first degree, the 
general course in business administration 
included tuition in institutional know- 
ledge, accounting, statistics and an intro- 
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duction to problem areas in business 
administration. The specialized courses 
referred to previously are considered as 
the main subject areas in business ad- 
ministration. These subjects are studied 
in seminar groups, using the case study 
method. Other seminars are conducted 
with the object of integrating various 
specialized subjects. In all, about fifty 
per cent of the basic degree course is 
devoted to business administration. 


This arrangement of the work followed 
an investigation into the problem of 
specialization versus breadth which was 
made by the Stockholm School of Eco- 
nomics in 1955. It was decided that the 


new programme should include a general 
orientation course taken in the first year 
which would cover the whole area of 
business administration, together with a 
number of specialized courses taken later. 
These are the general courses and the 
specialized courses referred to previously. 


A student proceeding to a higher de- 
gree (Ekon.L.) is required to take formal 
lectures in qualifying subjects such as 
business administration, general econo- 
mics, and economic geography, and pass 
these with at least a “cum laude” in one 
subject. He is also required to pursue a 
research project and submit a satisfactory 
thesis. Many of the students taking this 
course work as research assistants in the 
School’s Business Research Institute. 
This was established in 1929 along 
similar lines to the Michigan Bureau of 
Business Research. A candidate for the 
doctorate is required to have the Ekon.L. 
degree or equivalent qualification, to 
pursue an advanced research project, to 
have his dissertation printed and to de- 
fend it publicly before at least two 
examiners, one of whom is chosen by 
himself. 


CONCLUSION 


An attempt has been made in this 
paper to set out some of the more de- 
finite impressions gained from visiting 
overseas countries. It is evident that 
existing structures of business courses 
are being critically re-examined in the 
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United States where most of the univer- 
sities at present are providing a wide 
coverage of specialized subjects. Much 
of the present curricula is concerned 
with the descriptive treatment of func- 
tional management areas. Interesting de- 
velopments in the better universities are 
the increase in the application of mathe- 
matical and statistical theories and tech- 
niques to business problems, and the 
emphasis being placed on the analytical 
approach through the use of the basic 
tools of accounting, economics, mathe- 
matics and statistics. 


A feature of the teaching methods in 
American universities is the practice of 
restricting classes to small groups of ap- 
proximately twenty-five students. This 
system makes student participation in 


discussion much more effective than is 
the case in British and Australian uni- 
versities which tend to follow the tradi- 
tional lecture method, often to very large 
groups. 


There is much to be learnt from over- 
seas institutions, but it would be unwise 
to apply automatically and uncritically 
their curricula to our Australian courses 
in the light of markedly different con- 
ditions and requirements. American 
practice does indicate, however, the bene- 
fits to be derived by industry, commerce 
and government from the provision of 
well-designed business courses. 


In the light of experience gained, how- 
ever, we must write our own courses in 
our Own way. 


APPENDIX 


Comparison of Business Administration 
Courses Recommended by the Gordon 
and Pierson Reports 


(1) GENERAL EDUCATION STRAND 





Gordon Pierson 
(Ford) (Carnegie) 
Report Report 


Credit Credit 
Hrs. Hrs. 





Subject Areas 





Humanities and Fine Arts 
English language, litera- 
ture and speech - 
Humanities and Fine 
Arts - ois 


Sub-total 


Mathematics and Science 
Mathematics . 
Natural Science 


Advanced Bicetive 


above 
Sub-total 


Social Sciences 

Behavioral Sciences .. . 

Elementary Economics 

Other Social Sciences 

History .. gf ete 

Political Science kis se 

Advanced elective in 
above excluding Eco- 
nomics ° ee . e° ee 


Sub-total 


Electives in Liberal Arts and Science 
Total in General Education 60-75 66-72 


Minimum Percentage .. .. 50% 55% 








1. Pierson counts Elementary Economics as 
part of the business base, but Gordon and 
Howell classify it as part of general education. 


"S50 


(2) THE BUSINESS STRAND 





Gordon Pierson 
(Ford) (Carnegie) 


Subject Areas Report Report 





Credit Credit 
Hrs. Hrs. 





Functional attaeeaneeaste 
Finance 
Marketing .. ; 
Industrial Relations— 
(Personnel Management) 
Pe a ee 

Organizational Theory and 
Management Principles 
(Organization and Human 
Behaviour) .. 

Information and 
Systems .. ; 
Accounting 
SIO a. 4: 5 «Shes 
(Quantitative Methods 
Accounting & Statistics) 
Advanced Elective 

Advanced Economics 
Macroanalysis .. 
Microanalysis 

Legal Environment of Busi- 
ness .. 
(Political and Legal Fac 
tors in Business) ; 

Business Policy . of De 
(Business Polic: y and 
Social Responsibility) 


‘Control 


Total in Business Base 


Minimum percentage 

Field of Van aan 
Major elective .. +. ? 12 
Mimor elective .. .. .. none 

Total, including General 
Education Base .. .. .. 120 








2. Pierson would permit an elective in Mathe- 
matics or Science as a substitute. 
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Mathe- 


1961. 


Current Problems Discussed in 


Overseas Journals 


Notes prepared by the teaching staff of the Department 
of Accounting in the University of Melbourne. 


Accounting Principles 

The Accountant, 19 November, 
contains the text of the latest Recom- 
mendation of the Institute of Chartered 
Accountants in England and Wales on 
“Treatment of Stock-in-Trade and Work 
in Progress in Financial Accounts”. This 
Recommendation (No. 22) replaces the 
earlier Recommendation 10. 
Auditing 

In The Journal of Accountancy, Nov- 
ember, R. L. Grinaker discusses “The 
Accountant’s Responsibility in Express- 
ing an Opinion”. This article deals with 
the standard form of report recommended 
by the American Institute of Certified 
Public Accountants, but the questions it 
considers are for the most part of con- 
siderable practical importance to auditors 
and accountants in all countries. 


Budgeting 

The November issue of the N.A.A. 
Bulletin is mainly devoted to articles on 
various aspects of budgeting and profit 
planning. The topics dealt with include 
“Machine Accounting Tabulators for 
Budgetary Planning” by J. M. Palecek, 
“The Use of the Product Profit and Loss 
Budget for Marginal Sales Decisions” by 
H. K. Vancamp and “Assisting the Fore- 
man through Manufacturing Budget” by 
A. A. Cox. The effect of volume on the 
price structure and profit are considered 
by F. E. Baridon in “Profit and Loss 
Budget by Volume”, while R. F. Mc- 
Mahon discusses the basic considerations 
involved in “Organizing a Forecast and 
Budget Program”. 

The complex financial problems of an 
enterprise engaged in the development 
of a wide variety of technical equipment 
used in space missiles and the budgeting 
techniques which assist in their solution 
are discussed by Daniel W. Potter in 
“Budgeting for the Space Age”, The 
Controller, November. 
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Distribution Costs 

In an article “Marketing Cost Analysis: 
Neglected Opportunity”, The Controller, 
November, E. W. Kelley deplores the 
fact that the accountant has left this 
field to the mathematician and profes- 
sional worker in market research. Lucid 
examples illustrate the manner in which 
accounting can be brought to bear on 
marketing problems. 


Electronic Data Processing 

In The Canadian Chartered Account- 
ant, November, William B. Bindman 
describes the principles and some of the 
techniques of “Control in Data Process- 
ing Systems”. He suggests that control 
should be tailored to suit the conditions 
of each case; these conditions are the 
nature and volume of the source data, 
the procedure and equipment in use, and 


the desired degree of accuracy within 
reasonable limitations of cost. 


Forecasting 

S. J. Dziuban illustrates a technique 
for the forecasting of cash and projection 
of working capital in “Cash Forecasting 
With Coverage of All Factors”, The 
Controller, October. 


Internal Control 

J. O. Davies in an article “Manage- 
ment Control and the Internal Auditor”, 
The Accountant, 5 November, suggests 
that one of the main problems of man- 
agement is delegation. Certain controls, 
necessary in every business, are listed 
and analysed. He views communications 
as part of control. There are controls 
for different levels of management, and, 
to be certain that they are operating as 
intended, recourse should be had to (i) 
management control and, (ii) an internal 
audit system. The essentials of manage- 
ment control are indicated and for effec- 
tiveness should cover (a) policies, (b) 
organisations, (c) personnel; they should 
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not be limited to accounting control. The 
author states that the internal auditor 
must observe conditions for the manag- 
erial viewpoint; he is there not to make 
controls but to see that they are function- 
ing as management intended. Some 
points that internal auditors should 
consider when reviewing management 
controls are also listed. 


Long-term Assets 

An article on “Interest and Deprecia- 
tion Methods”, in the accounting re- 
search section of The Canadian Chartered 
Accountant, November, compares the 
accounting treatment of fixed assets (a) 
when they are purchased and written off 
by providing for depreciation, and (b) 
when they are leased under a long term 
contract. The important point empha- 
sised is that orthodox accounting methods 
result in a misstatement of fixed asset 
costs (mainly because interest is ignored); 
and figures for such costs are therefore 
unsatisfactory as a basis for comparison 
between the alternatives of investment in, 
or long lease of fixed assets. 


Management Accounting 

“What Does Management Want of 
Accounting?” is the question posed by 
John O. Nicklis in The Controller, 
October. The author challenges account- 
ants to get the “forward look” and 
perhaps investigate some generally un- 
accepted accounting principles. 


Presentation 

In “The Principles Affecting the Design 
of Companies Reports and Accounts — 
11”, The Accountants’ Magazine, Nov- 
ember, W. S. Ritchie takes the oppor- 
tunity of criticising severely the tradi- 
tional presentation of accounts, and, in 
particular, the manner in which the 
balance sheet is presented. He follows 
his criticism with some _ constructive 
suggestions about content and format. 


Return on Investment 

In an article “Time-Value Method 
Improves Investment Yield Calculation”, 
The Controller, October, David L. Car- 
penter contends that the method which 
isolates the time dimension of receipts 
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and expenditures has advantages over 
existing methods of yield calculation. 


Standard Costing 

Changes in the rate and/or amount 
of profit from one period to another can 
be caused by the treatment afforded the 
variances from standard cost. C. M. 
Reinherr, “Profit Fluctuations Caused 
by Standard Cost Variances”, N.A.A. 
Bulletin, November, isolates the effect 
on rate of profit of a credit labour 
variance. 


Taxation 

“Tax Allocation in Managerial 
Analysis” is the title of an article by 
Wendell P. Trumbull in The Journal of 
Accountancy, November. The author 
contends that in profit-volume analysis 
corporate income tax should be treated 
in the same way as other expenses when 
breaking down operating expenses into 
their fixed and variable components. The 
technique for allocating income tax is 
explained in several illustrations. 


Valuation of Shares 
“Buying out a Stockholder” is the 


title of an article in The Canadian 
Chartered Accountant, November, by 
John E. Williams. He discusses the 
questions to be asked when considering 
the acquisition of share control in a 
private company. He submits that the 
decision to buy and the price to be paid 
cannot be reached by mathematical 
processes alone. This is a matter for 
discretion and sound business judgment 
based on the results of a thorough fact- 
finding investigation, and he mentions 
the “facts” which should be “found”. 


Working Capital 

In an article entitled “Working Capital 
and Credit Standing” in The Journal 
of Accountancy, November, John W. 
Coughlan criticises the use of working 
capital as a measure of credit standing 
on the grounds that the existing defini- 
tions of current assets and current liabili- 
ties lack precision. He suggests that 
estimates of receipts and disbursements 
for a number of future periods are a 
more satisfactory alternative to the work- 
ing capital measure. 
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Accounting for Inflation 


ACCOUNTING METHODS, TERMINOLOGY, DISCLOSURE 


By W. E. NICHOLS, Lecturer in Accounting, 
The University of Tasmania. 


N the July, 1960, issue of The Aus- 

tralian Accountant in an article entitled 
“Inflation and Accounting Practice’, 
Messrs. Shaw, Sterns and Forell described 
a method of accounting for the effects 
of inflation which in their opinion is 
sound in theory and feasible in practice. 
In the October, 1960 issue of the journal 
doubts were expressed as to the accept- 
ability at the present time of their method 
of using one account, labelled “Price 
Compensation Account”, as a repository 
for all the adjustments to proprietorship 
resulting from entries designed to offset 
the effects of inflation on profits and 
balance sheet values.' At the same time, 
an alternative method was suggested 
which is more likely to be accepted by 
practising accountants because it does not 
require any radical departure from well- 
established financial accounting termi- 
nology and procedure. In addition, and 
perhaps more importantly, it was neces- 
sary to point out that their measurement 
of current income was conceptually in- 
consistent and that it was not in accord- 
ance with the concept of current income 
recommended by Professors Mathews and 
Grant in their book, /nflation and Com- 
pany Finance, which was the starting 
point in the explanation by Shaw, Sterns 
and Forell of their method. Writing in 
the January issue of the journal, these 
authors have attempted to refute my 
arguments and to defend their method. 
Since there is a marked difference of 
opinion between us on a problem which 
affects all accountants, despite the fact 
that we have the same general objective, 





1. Nichols, W. E., “Inflation and Financial 
Accounting Practice”, The Australian Ac- 
countant, October, 1960, p. 508-514. 
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some further discussion is required. This 
article is concerned, in the main, with 
accounting methods and the question of 
terminology and disclosure and includes 
a comparison of alternative procedures. 
The problem of measuring current in- 
come will be dealt with in more detail 
in a subsequent issue of the journal. 


Two Problems and Two Adjustments 


Development of a satisfactory remedy 
for the defects of conventional account- 
ing methods that become apparent during 
a period of inflation involves considera- 
tion of two distinct, but obviously related, 
problems. The first of these is the pro- 
blem of overcoming the limitations of 
the conventional accounting concept of 
profit. During a period of inflation, 
accounting profits do not provide a satis- 
factory basis for determining business 
policy in such fields as pricing and 
distribution or for assessment of return 
on funds employed, because two major 
expense items, depreciation and stock 
usage, are measured in terms of historical 
prices rather than prices of the current 
period. Since revenue is measured in 
terms of current prices, the solution to 
the first problem is to ensure that the 
expenses matched against revenue are 
also measured in terms of current prices 
so that a measure of current income, i.e. 
income in terms of prices prevailing in 
the current period, is derived. But this 
does not mean that the conventional 
measurement of accounting profit should 
be abandoned, because it still has signi- 
ficance. Firstly, accounting profit is 
based to a large extent on actual cvents 
and, although it does involve a number 
of subjective estimates, it is relatively 
easy to calculate and verify. Secondly, 
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and of more importance for the purpose 
of this discussion, our taxation system as 
well as existing legal interpretations of 
divisible profits and dividends are based, 
in general, on the accounting concept of 
profit (or, at least, on a notion of income 
very close to it). As remarked by 
Mathews and Grant at page 19 of their 
book, “the important thing is to ensure 
that both concepts [i.e. accounting profit 
and current income] are employed and 
recorded in the accounts”. 


If one accepts these arguments, then 
the appropriate solution to the first pro- 
blem is to measure and record account- 
ing profit in the conventional manner and 
then record the difference between ac- 
counting profit and current income by 
means of retrospective adjustment through 
the Appropriation Account so that the 
two concepts are clearly distinguished. 
Shaw, Sterns and Forell have followed 
this procedure and have preserved the 
accounting concept of profit. Neverthe- 
less, it is from this point onwards that 
our opinions differ. The argument 
advanced here is that if accounting profit 
financial accounting 


is significant for 
purposes, then appropriations of account- 
ing profit are significant also and should 
be clearly distinguished as such in the 
shareholders’ funds section of the balance 


sheet. One of the basic requirements of 
financial accounting is that the various 
amounts comprising shareholders’ funds 
should be classified not only according 
to source of funds and intended use but 
also according to legal significance (which 
includes taxability).2 If any system of 
accounting for inflation is to have much 
chance of general acceptance at the 
present time it must meet this basic 
financial accounting requirement. 


The second problem is that of over- 
coming the limitations of the conven- 





2. See Fitzgerald, A. A. and Schumer, L. A., 
Classification in Accounting, (Butterworth) 
1952. Other bases of classification could 
be quoted. For example, classification 
according to “inherent properties” has 
definite bearing on the realization aspect 
discussed later. 
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tional balance sheet. After a period of 
inflation during which assets have beep 
recorded in the conventional manner on 
the basis of historical cost and deprecia- 
tion has been computed on a similar 
basis, the balance sheet values of assets 
and, likewise, the recorded value of 
shareholders’ funds will, in nearly al 
cases, be understated in comparison with 
current values and hence will not reflect 
the current value of funds employed as 
at the date of the balance sheet. The 
general solution here is to revalue assets 
in terms of current values and make 
corresponding increases in the recorded 
value of shareholders’ equity. But here 
again it is necessary to bear in mind the 
present-day financial accounting require- 
ments referred to above. Adjustments 
of this type (which can be called “current 
value adjustments”) are distinctly differ- 
ent from those required for the purpose 
of measuring and recording current in- 
come (which can be called “current in- 
come adjustments”). 


The difference between these two 
adjustments is akin to the difference 
between the conventional interpretations 
of “revenue” and “capital” reserves which 
must be preserved if the system of ac- 
counting is to be satisfactory for present- 
day financial accounting purposes. This 
difference may become clearer if we 
consider the current income adjustment 
required in respect of stock usage and 
the current value adjustment required in 
respect of a fixed asset such as land. 
The stock appreciation adjustment, on 
the one hand, relates to stock that has 
been sold and thus represents a measure 
of realized price appreciation that is 
included in accounting profit and which, 
if one accepts the interpretation outlined 
above, is recorded as an appropriation 
of profit as part of the process of record- 
ing current income. On the other hand, 
a current value adjustment made to 
increase the book value of land from 
historical to current value records un- 
realized price appreciation and does not 
affect the calculation of current income 
in any way because the relevant concept 
of income for financial accounting put- 
poses is still a concept of realized income. 
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EDUCATIONAL SERVICES 


The A. E. Speck Commercial College provides several distinct services for those interested 
in enhancing their chances of a successful career by gaining their commercial professional 
qualifications. 


Class Instruction is organised to assist those who wish to pass their accountancy examina- 
tions, and also the examinations conducted by the Chartered Institute of Secretaries, the 
Amalgamated Institute of Secretaries, the Australasian Institute of Cost Accountants, and 
the Institute of Sales Management. 


All our present classes are filled but students are being enrolled both for evening and for 
full-time day classes for the new term beginning in June, 1961. 


Correspondence Instruction for those who prefer to prepare for their accountancy 
examinations by studying in the quiet comfort and convenience of their own homes may 
enrol at any time for the A. E. Speck Accountancy Correspondence Course which gives 
an up-to-date authoritative exposition of the subjects prescribed by the examining bodies. 


MODEL ANSWERS 
Answers to the following examination papers set by the Australian Society of Accountants, 
including October, 1960, are available at the price indicated: 
Stage 1 Accounts and Auditing. 
Commercial Law A and B. 
Company Law and Accounts. 
Advanced Accounts—Part A. 
Advanced Accounts—Part B. 
Auditing and Business Investigations. 
Monetary Theory and Practice. 
Price 5/- a set, post free. 
Commonwealth Income Tax Law and Practice. 
Price 4/- a set, post free. 


Model Answers are published to the examinations held by the Australasian Institute of 
Cost Accountants in May, 1957, and subsequent half-yearly examinations. 


Price 10/- for each set, post free. 


Add exchange where necessary. 


Further information relating to our educational service gladly given free and without 
obligation. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE, C.1 MF 4648 
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Compare the price . . compare the 
speed . . . and you'll find that the Duplomat 
SIMPLEX is the best buy in photocopying 
equipment. 


Using AGFA COPYRAPID PAPER the 
SIMPLEX will copy anthing, even faint rub- 
ber stamp impressions, in just 10 seconds. 


Neat and compact the Duplomat SIM- 
PLEX is available in two models. The 
SIMPLEX | and SIMPLEX I! differ only in 
the maximum size of copy they can pro- 
duce, the former being 10” in width, the 
latter 15”. 


VIZ-ED EQUIPMNMEN 


149 CASTLEREAGH STREET, SYDNEY. 





Samplew 


PHOTOCOPYING EQUIPMENT 
ECONOMICAL AND SIMPLE 


Prices for both models are: 

No. | (foolscap size) £87/15/0 

No. I! (brief size) £130/0/0 
Both Prices include Sales Tax. 


For a free demonstration, copying your documents unde 
your conditions phone — 
61-9516 IN MELBOURNE 
4-4090 IN BRISBANE 
51-5611 'N PRTH 


32-4325 
5.2218 
21-7288 


IN SYDNEY 
IN CANBERRA 
IN ADELAIDE 


PTY 
LTD 


61-9516 
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The Shaw-Sterns-Forell Method 


Throughout their reply in the January 
issue, Shaw, Sterns and Forell did not 
make any clear distinction between the 
two adjustments referred to above. 
Indeed, the main criticism of their 
method is that in their price compensa- 
tion account the effects of the deprecia- 
ton adjustment (a current income adjust- 
ment which is recorded as an appropria- 
tion of accounting profit) and the effects 
of the conversion of asset values from 
historical to current values (the current 
value adjustments) would, after several 
years, become inextricably mixed. This 
aspect of their method will be discussed 
in some detail but, first, it is necessary 
to ensure that after reading their reply 
in the January issue, the reader has not 
been left with a false impression of the 
mechanics of their method. 


In the second paragraph of their 
reply (p. 50), the authors described their 
method as follows:— “Our suggested 
method sets out to eliminate the infla- 
tionary element from the accounting 
profit and to present the balance sheet 
in terms of current values of assets and 
shareholders’ funds. In doing so, we 
debit the appropriation account (so 
reducing accounting profit) and credit a 
price compensation account; similarly 
we debit a current value adjustment 
account with the difference between the 
current and book value of all assets, 
again transferring the credit to the price 
compensation account” [my italics]. 


Now this is an incomplete and mis- 
leading description of the method out- 
lined in their original article. It gives 
the impression that both of the current 
income adjustments (i.e. stock apprecia- 
tion and the depreciation adjustment) are 
recorded by means of a direct transfer 
from the appropriation account to the 
price compensation account, whereas an 
essential feature of their method is that 
the depreciation adjustment is recorded 
by means of an appropriation of account- 
Ing profit to a provision for depreciation 
account. Their journal entries for 
recording the current income adijust- 
ments were: 
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Profit and Loss Appropriation a/c Dr. 
Price Compensation a/c Cr 

Being adjustment to current value of opening 
stocks. 





Profit and Loss Appropriation a/c Dr. 
Provision for Depreciation—Current Value 
Adjustment a/c Cr. 
Being additional depreciation 
current value of equipment 


based on 





The second of these two entries is not 
a transfer to their price compensation 
account and, moreover, it would be a 
mis-statement of fact to describe it as 
such in the accounting reports (as the 
authors did in their original article at 
p. 318 of the July, 1960, issue of this 
journal). 


Their method is easier to follow if it 
is presented in the form of ledger entries. 
Exhibit 1 is an illustration of the ledger 
entries required under their method. For 
the purpose of the illustration, however, 
the basic data have been altered and it 
has been assumed that the initial capital 
of the firm was £3,000; the original cost 
of the equipment has been increased from 
£1,000 to £2,000, and both the replace- 
ment cost data and the estimated life 
of the equipment have been doubled. 
With these changes, the calculations of 
accounting profit and current income are 
the same as before but the balance sheet 
values and current value adjustments are, 
of course, different. The data are more 
realistic because the hypothetical firm 
now has some fixed assets at the end of 
the second year.* 


The ledger entries shown in Exhibit 1 
clearly indicate the misleading nature of 
the description of the method referred 
to above and show that in a continuing 


enterprise the balance of their price 
compensation account records the cumu- 
lative effects of:— 


(a) credit entries recording stock 


appreciation adjustments, 

(b) credit entries recording increases 
in the estimated replacement cost 
of depreciable assets, and 





3. These changes also facilitate the comparison 
of methods shown in Exhibit 2. 
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(c) debit entries recording retrospec- 
tive depreciation adjustments.* 


The difficulty is that their method 
completely obscures for balance sheet 
purposes the fact that at any time the 
balance of the price compensation 
account is equal to the sum of: 


(i) current income adjustments made 
up to that point in time and 





The corresponding credit entries for (c) 
are made in the “Provision for Deprecia- 
tion — Current Value Adjustment” account, 
and are equal to the amounts by which 
previous depreciation adjustments have been 
insufficient due to further rises in price 
levels in the current period. Thus, in 
Exhibit 1, this retrospective adjustment in 
year 2 (£115), is equal to the difference 
between the depreciation adjustment for 
year 2 (£175) and the depreciation adjust- 
ment for year 1 (£60). 





EXHIBIT 1 


DATA: Initial capital of £3,000 invested at 
the beginning of year 1 in 100 units of stock 
purchased for £1,000 and in equipment pur- 
chased for £2,000. In this illustration it is as- 
sumed that the equipment has a life of four 
years and that it has no salvage value at the 
end of that period. It is assumed, also, that 
current income for year 1 is distributed in 
full. Other data:— 

Yearil 
£1,100 


Year 2 
£1,265 


Closing stock (100 units) 
Replacement cost of identical 

equipment at end of year 2,240 2,700 
Profit for year as determined 

by conventional accounting 

SR sa ae? ce ra ss 1,200 1,065 


recorded as appropriations of ac- 
counting profit, and 


the net current value adjustment 
at that point in time, i.e. the differ- 
ence between the conventional 
historical cost valuation of assets 
and their current value as at the 
date of the balance sheet. 


Thus, in the example shown in Exhibit 
1, the balance of £850 in their price 
compensation at the end of year 2 is 
equal to the sum of: 


(i) Current income adjustments: 
Stock appreciation, year 1 
year 2 (£100 + £165) £265 
Depreciation adjustment, year 
and year 2 (£60 + £175) .. £235 


Current income rs pega to 
end of year ae eas Geet 


(ii) Asset revaluation adjustment: 
Calculated current value 
of equipment at end of 
year 2 ... dele 
Less conventional book 
value at end of year 2 


£1,350 
£1,000 


Net current value adjustment ..... £350 
However, in their reply, Shaw, Sterns 
and Forell agreed, reluctantly, that it is 
not desirable that “revenue” and “capital” 
items should be merged and lose their 
identity. They also agreed that the 


CAICULATIONS 


(a) Stock adjustments:— 


Opening stock at end-of-year valuation (100 units) 


Yeari Year 2 


£1,100 £1,265 


Opening stock at historical cost (100 units) ...... .. — 1,000 1,100 


Stock appreciation adjustment 


Depreciation adjustments (based on end-of-year replacement cost 


Sterns-Forell method) :— 


£165 


Shaw- 


Depreciation based on end-of-period replacement cost .... .. .. 56 £675 


Depreciation based on historical cost .. 


500 


Depreciation adjustment, in terms of end-of-year prices 


Current value adjustments :— 
Replacement cost of equipment 


£2,240 


Less Depreciation based on end-of-year replac coment cost Slee 566 


Estimated current value of equipment at end of year .. 


£1,680 


Balance sheet values based on historical cost .. ar 1,500 


Differences between conventional book value and net current value 


of equipment at end of year .. 
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LEDGER ENTRIES — SHAW-STERNS-FORELL METHOD: 





Equipment — Original cost 
Debit a ae ane 


Original cost of equipment 2,000 Dr. 2,000 





Equipment — Current Value Adjustment 





Price Compensation a/c : ais ein 240 
‘ 160 





Provision for Depreciation — Original Cost 





Depreciation Expense (P. & L. a/c) Cr. 500 
I 
Cr 1,000 





Provision for Depreciation — Current Value Adjustment 





Appropriation a/c 60 
” 9 oé 175 
Price Compensation a/« 115 





Appropriation Account 





Profit and Loss a/c—Accounting Profit 
Transfer to Price Compensation a/c 

- » Provision for Depreciation 
Balance—Current Income for woul 1 
Cash Dividend 





Profit and Loss a/c—Accounting Profit 

Transfer to Price Compensation a/c .. 
» Provision for Depreciation 

Balance—Current Income for year 2 





Price Compensation Account 





Appropriation a/c Stock Appreciation) . .. 

Equipment—Current Value Adjustment (in- 
crease in replacement cost) a 7 ; 

Appropriation a/c—(Stock Appreciation) wae 

Equipment—Current Value Adjustment (in- 
crease in replacement cost) . 

Transfer to Provision for Deprec iation (retro- 
spective depreciation adjustment) ‘ 





price compensation accounts are used, the result would be as follows:- 
Price Compensation Account — Stock 





Appropriation a/c—(Stock appreciation) 





Price Compensation Account — Equipment 





Year Equipment—Current value adjustment 
Year ‘ % a s 
Transfer to provision for depreciation 





* Note that this balance of £585 is equal to the sum °o 
(a) the depreciation adjustments for years 1 and 2, £235 (i.e., £60 + £175): and 
(b) the difference between the conventional net sak va and estimated net current 


value of the equipment at the end of year 2, i.e., £3! 
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shareholders of a company should be able 
to trace the origins of changes in the 
recorded value of their equity and 
suggested that this problem could be 
overcome by sub-dividing their price 
compensation account and using one 
price compensation account to record 
stock appreciation adjustments and 
another to record the adjustments made 
in respect of equipment. But this will 
not provide a complete solution because, 
as shown at the foot of Exhibit 1, the 
“price compensation account — equip- 
ment” remains a hybrid which is subject 
to the same criticism as the single, 
general-purpose price compensation ac- 
count. 

Moreover, in respect of the “price 
compensation account — stock” there is 
still an awkward problem which relates 
to the realization problem referred to 
earlier. In their original article, Shaw, 
Sterns and Forell assumed that the 
historical cost valuation of closing stocks 
would be reasonably close to end-of- 
period replacement values and claimed 
that “this will serve to bring stocks into 
the balance sheet at current values”. If 
a firm has a fast rate of stock-turnover, 
this will be so; but if stocks are held for 
any lengthy period of time and on the 
average are turned over, say, only once 
or twice a year, the difference between 
the conventional historical cost valuation 
of closing stocks and the end-of-period 
replacement value could be substantial, 
especially if replacement prices rise 
sharply towards the end of the account- 
ing period. In these circumstances, 
further adjustment would be required if 
closing stocks are to appear in the 
balance sheet at current replacement 
value. 

Presumably, under the Shaw-Sterns- 
Forell method this additional adjustment 
would be credited to the “price compensa- 
tion account — stock”; and this would 
be consistent with their method of credit- 
ing increases in the replacement value of 
equipment to the “price compensation 
account — equipment”. But if this pro- 
cedure is followed, the “price compensa- 
tion account — stock” also becomes a 
hybrid because its balance would be a 
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mixture of (a) realized stock appreciation 
recorded in the process of measuring 
current income, and (b) unrealized stock 
appreciation which is_ recorded for 
current-value balance sheet purposes but 
which does not affect the calculation of 
current income. 


This additional problem could be 
overcome under their method by further 
subdivision of the “price compensation 
account — stock” so that one account is 
used for the realized stock appreciation 
which is recorded as an appropriation 
of accounting profit, and another account 
is used for the unrealized current value 
adjustment which must be recorded as 
part of shareholders’ equity when the 
balance sheet value of stocks is in- 
creased.® But if this is done, then the 
“price compensation account — equip- 
ment” should be subdivided further on 
a similar basis and since this is im- 
possible we are back where we started 
— facing an inherent limitation in the 
Shaw-Sterns-Forell method of accounting 
for depreciable assets during a period of 
inflation. Their method introduces a 
barrier to effective disclosure for financial 
accounting purposes. 


Professor Chambers’ Method 


At this point it is, perhaps, worth 
remarking on the similarity between the 
method outlined by Shaw, Sterns and 
Forell and a method suggested by Pro- 


fessor R. J. Chambers.® Exhibit 2, 
which is based on the data listed mm 
Exhibit 1, includes a comparison of 
these two methods as well as illustrations 
of the effects of the Mathews-Grant 
recommendations and the method sug- 
gested in my earlier article. 





5. Under the alternative method suggested 
in the October issue, if closing stocks are 
written up to reflect higher end-of-period re- 
placement values, the unrealized stock apprecia- 
tion would be credited to a stock revaluation 
reserve; realized stock appreciation being 
credited by appropriation to a stock replace- 
ment reserve. In this manner, a clear distinc- 
tion between the two adjustments would be 
preserved. 


6. Chambers, R. J., Accounting and Action. 
(Law Book Company) 1957, Chap. 9. 
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Readers will observe that the first 
two methods have much in common. 
Chambers, like Shaw, Sterns and Forell, 
would write up fixed assets on the basis 
of end-of-year replacement prices and 
then compute depreciation for the period 
on the basis of the calculated current 
value of the assets at the end of the 
period; the depreciation adjustment being 
credited to the provision for depreciation 
account. Under each of these two 
methods the balance sheet value of fixed 
assets is recorded at estimated replace- 
ment prices less depreciation at replace- 
ment prices. Each method requires 
recognition of current-cost depreciation 
in terms of end-of-period prices.” 


Apart from differences in terminology,*® 
the most important difference between 
the two methods is that under Chambers’ 
method the retrospective depreciation 
adjustment (see Exhibit 2, entry V, year 
2) is recorded by an appropriation of 
undistributed profit which is credited to 
the provision for depreciation account, 
whereas under the Shaw-Sterns-Forell 
method the retrospective adjustment is 
recorded by a transfer from their price 
compensation account to the provision 
for depreciation account. Each method 
gives the same asset valuation for balance 
sheet purposes® but Chambers’ method 
results in a lower measurement of distri- 
butable surplus than would be derived 
from the Shaw-Sterns-Forell method. 
One of the consequences of this is that 





7. As explained in my earlier article, this 
procedure is not compatible with the procedure 
used to measure stock appreciation and results 
in an ambiguous current income figure. This 
problem will be discussed in a subsequent issue 
of this journal. 

8. Chambers uses “valuation adjustment 
accounts” in place of the Shaw-Sterns-Forell 
price compensation accounts and uses the 
term “adjusted net profit” in place of current 
income. 

9. This may be true in a very broad sense 
only. Chambers relies on a general price 
index for the purpose of calculating the current 
values of assets whereas it appears that Shaw, 
Sterns and Forell would favour either “direct” 
appraisal of replacement values or the use of 
specific indexes of replacement prices of groups 
of assets. The effects of different methods of 
estimating replacement values are not disclosed 
in the comparison in Exhibit 2. 
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Chambers’ “fixed asset valuation adjust- 
ment” account reflects the estimated gross 
increase in the cost of replacing fixed 
assets whereas the Shaw-Sterns-Forell 
“price compensation account — equip- 
ment” does not. 

Of the two methods, the Shaw-Sterns- 
Forell method is to be preferred because 
it will not be necessary for all firms to 
reduce distributable income by the 
amount of the retrospective depreciation 
adjustment. Nevertheless, it should be 


apparent that neither the Shaw-Sterns- 
Forell method nor the Chambers’ method 
is acceptable at the present time for 
under both methods the effects of reten- 
tion of accounting profit are not dis- 
closed clearly in the balance sheet. 


Terminology and Disclosure 

One of the suggestions in my earlier 
article was that the term “replacement 
reserve” should be used to describe the 
credit balances resulting from current 
income adjustments which have been 
recorded as appropriations of accounting 
profit, and that the term “revaluation 
reserve” provides a satisfactory descrip- 
tion of the credit balances resulting from 
revaluation of assets in terms of current 
values. In reply, Shaw, Sterns and Forell 
have put forward the interesting proposi- 
tion that “in real, as distinct from 
monetary terms, the credits in this 
account [i.e. their price compensation 
account] are not reserves of any kind”, 
that “the term reserve implies something 
that has been set aside and belongs to 
proprietors in addition to their contri- 
buted capital” and that “in the case of 
inflationary gains this is not true as the 
credits, irrespective of the name tag, are 
part of already existing shareholders’ 
capital which is now measured in inflated 
currency”. 

The answer to this follows from the 
foregoing discussion of financial account- 
ing requirements. Firstly, their inter- 
pretation of the term “reserve” leaves 
much to be desired. In accounting many 
words are given specialised and some- 
times highly complex meanings which 
are often quite different from their literal 
meaning in every-day life (e.g. consider 
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the accounting interpretations of such 
words as “goodwill”, “credit”, and “pro- 
vision”). Secondly, the credit balances 
which are included in proprietorship and 
which result from appropriations of ac- 
counting profit are reserves — reserves of 
accounting profit which should be distin- 
guished as such because of their legal 
significance. Thirdly, if by “inflationary 
gains” the authors mean the difference 
between historical and current values of 
assets, it is agreed that this is part of 
“already existing shareholders’ capital”, 
but it must be remembered that it will 
be recognised as such for the balance 
sheet purposes only if it is recorded in 
the accounts. If, after a period of infla- 
tion, assets are recorded at less than 
current value, most accountants would 
describe the corresponding under-state- 
ment of shareholders’ funds as a “secret 
reserve”, i.e. a “reserve” of value which 
is not disclosed in the balance sheet. If 
the term “reserve” can be used in this 
context with meaning then surely it 
provides a meaningful description of the 
same “value” when it is disclosed; 


provided, of course, it is qualified by 


a suitable adjective. In this connection 
there should be no objection to the use 
of the term “revaluation reserve” because 
the conversion of asset values from 
historical to current values is undoubtedly 
a process of revaluation. In any event, 
this is the term that is used by account- 
ants in general to describe the resulting 
credit balances.'° 


Nor should there by any objection to 
the use of the term “replacement reserve” 
to describe appropriations of accounting 
profit which serve the dual purpose of 
recording current income and preventing 
capital erosion. Arguing against this 
usage, Shaw, Sterns and Forell stated 
that “once the undesirability of capital 
erosion is acknowledged the accounts 





10. Kohler, E. L., in his Dictionary for 
Accountants (1954 edition) defines “revalua- 
tion reserve” as “the valuation account 
created when the book value of capital assets 
is adjusted to a higher level in accordance 
with an appraisal of such assets.” (It should 
be noted that the use of the term revaluation 
reserve by Mathews and Grant clashes with 
this generally-accepted interpretation). 
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should be so named as to show that 
these balances are not intended for distri- 
bution as dividends” and that “it is not 
correct to state that these credit balances 
are created for the purpose of replacing 
assets”. Most accountants would agree 
that the term “replacement reserve” 
provides a clear indication that the 
funds so designated are not available 
for distribution by way of cash dividends 
and that they have been retained for 
the purpose of replacing assets. Further- 
more, the expressions “prevention of 
capital erosion” and “maintaining capa- 
city” do imply preservation of the firm’s 
ability to replace assets at higher prices 
(but not necessarily replacement by 
assets of the same kind). 

One of the advantages of the method 
suggested in my earlier article is that it 
does not require any departure from 
generally accepted terminology. The 
terms “replacement reserve” and “re- 
valuation reserve” are the terms com- 
monly used by accountants in practice. 
But readers should remember that this 
terminology must be abandoned if a 
system of accounting such as the one 
suggested by Shaw, Sterns and Forell 
is adopted. Perhaps this is why they 
have gone to such lengths in attempting 
to discredit these terms. 

Nevertheless, the marked differences 
disclosed by the comparison in Exhibit 
2 clearly indicate the need for some 
agreement on the question of termi- 
nology. Readers will observe that the 
credit balance of £265 appearing in each 
of the four balance sheets is variously 
described as “price compensation account 

stock”, “stock valuation adjustment”, 
“stock revaluation reserve” and “stock 
replacement reserve” yet this balance has 
precisely the same meaning in each case. 

Readers will no doubt observe, also, 
that of the four methods compared in 
Exhibit 2 only one provides a basis for 
recording both current income and the 
current value of funds employed and, at 
the same time, satisfies the present-day 
financial accounting requirements referred 
to at the beginning of this article, and 
that is the method suggested in the last 
column. 
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Recent Legal Decisions 


Reasonably Fit for Particular Purpose 


The majority decision of the High 
Court in Dependable Motors Pty. 
Ltd. v. Ashford Shire Council 
(1959) A.L.J.R. 64, noted in this 
journal in October, 1959, has been 
reversed by the Privy Council 
[Council of the Shire of Ashford 
v. Dependable Motors Pty. Ltd. 
(1960) 3 W.L.R. 999}. 


Briefly, the facts were that the council 
had purchased a tractor following on a 
report submitted to it by one B, who had 
inspected the tractor at the seller’s 
premises, to the effect that the tractor 
seemed to have plenty of horse power 
and to be big enough for the work 
required of it. In fact, the tractor turned 
out to be unsuitable for the roadwork 
for which it was, to the seller’s know- 
ledge, required, and the buyer claimed 
damages for a breach of the implied 
condition in Section 19 (1) of the Sale 
of Goods Act 1923-53 (N.S.W.), by 


which, where the buyer makes known 
to the seller the particular purpose for 
which he requires the goods, so as to 
show that he relies on the seller’s skill 
Or judgment etc., there is an implied 
condition that the goods be reasonably 
fit for that purpose. 


In giving judgment for the seller, the 
majority of the High Court took the view 
that the buyer did not rely on the seller’s 
skill or judgment in the sense that such 
reliance operated as the material induce- 
ment to the contract; rather did the 
buyer rely on B’s report, and as B, when 
he inspected the tractor, was not employed 
by the buyer, nor was he its agent, this 
did not bring the section into play. 


The dissenting view was that when B 
inspected the machine for the purpose 
of ascertaining its suitability for the 
buyer's purpose, he sufficiently repre- 
sented the buyer, so that the reliance 
which B placed on the seller’s skill or 
judgment was a sufficient reliance by the 
buyer to bring the matter within Section 
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19(1). It is this view which the Privy 
Council has now upheld. 


On the facts, their Lordships took the 
view that the proper inference was that 
B, who had been appointed shire engin- 
eer, but was not due to take up his 
appointment until after the occurrence 
of the events which led to the litigation, 
was being asked to anticipate his duties 
as shire engineer, and to do gratuitously 
what it would have been his duty to do 
if he had already become the servant of 
the Shire. So when he told the seller the 
purpose for which the tractor was required 
he was acting as the agent of the Shire, 
and the authority which he had covered 
the disclosing of that purpose so as to 
show that he was relying on the seller’s 
skill or judgment in making his report 
to the Shire. It followed, therefore, that 
the Shire had bought the tractor in reli- 
ance on the seller’s skill or judgment; 
there had been a breach of the condition 
imported by Section 19(1), and the 
appeal succeeded. 


Fairness of Scheme 


The decision of Buckley, J., in 
In re Bugle Press Ltd. (1960) 2 
W.L.R. 658, which was noted in 
this column in August, 1960, has 
been affirmed by the Court of 
Appeal [see (1960) 3 W.L.R. 956). 


The facts were that A and B held 
90% of the issued shares of a company. 
They were minded to acquire the shares 
held by C, the only other member, and 
for that purpose they formed a second 
company, of which they were the only 
shareholders. That company then offered 
to acquire the shares held by A, B and 
C in the first-mentioned company, and 
when A and B accepted the offer, the 
“transferee company” then sought to 
acquire C’s shares compulsory by utilis- 
ing the power in that behalf conferred 
by the Companies Act. C sought, and 
obtained, an order that the transferee 
company was not entitled so to acquire 
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his shares. The broad ground of the 
decision of Buckley, J., was that having 
regard to the unusual nature of the case 
—vunusual in that the 90% majority 
shareholders were themselves in substance 
the transferee company — it was a case 
in which the court should “order other- 
wise” within the meaning of the section. 


In agreeing that the appeal against this 
decision should be dismissed Harman, 
L. J., expressed himself with some force. 
He stigmatised the scheme as a “bare- 
faced attempt to evade that fundamental 
rule of company law which forbids the 
majority of shareholders, unless the 
articles so provide, to expropriate a 
minority. It would be all too simple if 
all you had to do was to form a £2 com- 
pany and sell to it your shares and then 
force the outsider to comply”. And later 
on in his judgment, after pointing out 
that the transferee company had given 
no evidence why the scheme should be 
allowed to go on, he added: “The 
minority shareholder has nothing to 
knock down; he has only to shout and 
the walls of Jericho fall flat. I am 
surprised that it was thought that so 
elementary a device would receive the 


court’s approval.” 


Guarantee Not Ultra Vires 


This column has referred over 
recent months to two or three cases 
in which unsuccessful attempts have 
been made to rely on the doctrine of 
ultra vires in relation to incorpo- 
rated companies as a defence to an 
action. A recently reported decision 
of the Federal Court of Bank- 
ruptcy (Re Fischer, a Debtor (1960) 
A.L.R. 666) furnishes another in- 
stance of a_ similarly unsuccessful 
attempt to invoke the doctrine. 


F and others had agreed in writing 
with M.S. Pty. Ltd. that in consideration 
of that company advancing £2,000 to 
another company they would, if the 
debtor company made default in repay- 
ment, repay that amount to M.S.; that 
is, F gave a guarantee to M.S. The debtor 
company did default, and M.S. sued F 
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on the guarantee, and recovered judg- 
ment against him. The judgment was 
not satisfied, so M.S. obtained the issue 
of a bankruptcy notice against F, and 
when this was not complied with, MS. 
presented a bankruptcy petition against 
him. F opposed the making of the 
sequestration order, principally on the 
ground that the contract of guarantee 
was ultra vires the petitioning creditor- 
company and unenforceable; that the 
judgment obtained on the guarantee was 
obtained on a transaction which did not 
in law exist, and so had no validity. 


Admittedly, the memorandum of asso- 
ciation of M.S. did not contain any 
express power to take a guarantee, but 
it did include the following amongst the 
statements of the company’s objects: 


“(k) To invest and deal with the moneys 
of the company not immediately required 
upon such securities and in such manner 
as may from time to time be determined. 
(1) To lend money to such persons and 
on such terms as may seem expedient, 
and in particular to customers and others 
having dealings with the company, and 
to guarantee the performance of contracts 
by any such persons.” 


Clyne, J., after quoting from Lord 
Selborne’s speech in A-G. v. Great 
Eastern Railway Co. (1880) 5 App. Cas. 
473 at p. 478 (where his Lordship said: 
“(the doctrine of ultra vires] ought to be 
reasonably, and not unreasonably, under- 
stood and applied, and . . . whatever may 
fairly be regarded as incidental to, or 
consequential upon, those things which 
the legislature has authorised, ought not 
(unless expressly prohibited) to be held, 
by judicial construction, ultra vires’) 
pointed out that the memorandum of 
association empowered M.S. to lend 
money “on such terms as may seem 
expedient”, and added that the taking 
of the guarantee was an incident of the 
power to lend money on such terms 4s 
seemed expedient. That is, it was fairly 
incidental to the express power to | 
money. 


That disposed of the debtor's oppos 
tion to the petition, and a sequestration 
order was made accordingly. 
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News and Notes 


AUSTRALIAN SOCIETY OF 
ACCOUNTANTS 


VICTORIA 


Monthly Luncheon 

Mr. Reg. Neale of the Australian Broad- 
casting Commission, and a well-known tele- 
vision personality, spoke about the South 
Pacific Commission to 108 members who 
attended the luncheon held on 14 February 
at The Victoria Limited. 


He described, how he discovered, when 
assigned by the A.B.C. to attend the South 
Pacific Commission at Rabaul in 1959, that 
like most Australians he knew nothing of its 
vitally important work in the island territories 
adjacent to north-eastern Australia. The Com- 
mission (an advisory and consultative body 
set up by the Governments of Australia, 
France, the Netherlands, New Zealand, the 
United Kingdom and the United States of 
America) operates in an area lying south of 


the equator and stretching from Dutch New 
Guinea in the west to Pitcairn Island in the 
east. 

It is concerned with the general well-being 
of the peoples of the territories administered 
by the member nations and its recommenda- 
tions are generally proposals for the improve- 
ment of the social and economic welfare of 
the inhabitants. 

Mr. Neale instanced some of the problems 
encountered by the Commission. One arose 
out of the provision of educational facilities 
for children in newly opened areas. Adults 
were debarred initially from these facilities 
but it was found that they had to be included. 
This situation was tackled in some instances 
by setting up village groups organised 
similarly to the Australian Country Womens’ 
Association. A major problem is the incidence 
of disease, much of which responds to com- 
paratively simple measures such as preventa- 
tive hygiene. To help combat disease, a system 
of medical aid posts which are readily avail- 
able to the people, have been set up by the 
Commission. The natives wish to gain experi- 
ence in political and administrative techniques, 
and this is essential for the future orderly 
development of the territories concerned. 





AUSTRALIAN SOCIETY OF ACCOUNTANTS — VICTORIAN DIVISION 


PUBLIC ACCOUNTANTS’ CONVENTION 


The Divisional Council, with the co- 
operation of the New South Wales Division, 
is holding its first week-end convention for 
practising public accountants (particularly 
those in provincial towns) on 7 to 9 April, 
1961 at Shepparton, approximately 112 miles 
north of Melbourne. 

The convention will be held at the Victoria 
Hotel which provides excellent accommoda- 
tion. 

The charge including all accommodation is 
£15/15/- and local members not requiring 
accommodation may attend on payment of 
the registration fee of £3/3/-. 


PROGRAMME 
FRIDAY, APRIL 7 

Evening— 
“The Profession of Public Accountants”. 
Speaker: Mr. W. P. Henson, Messrs. 
Henson, Gates & Co., Public Accountants, 
Sydney. Mr. Henson is president of the 
Society. 
“Public Accounting and Other Sections of 
the Profession”. Speaker: Mr. C. W. Ander- 
sen, General Registrar of the Society. 

SATURDAY, APRIL 8 

Morning— 
“Tax and Estate Planning”. Speaker: Mr. 
J. M. Groom, Messrs. Rankin, Morrison & 
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Co., Chartered Accountants, Perth. Mr. 
Groom is senior vice-president of the 
Society. 
Domestic Session—A discussion by mem- 
bers on matters relating to the Society 
arising from papers delivered during the first 
session. 

Afternoon— 
Free, but a tour of the district and sporting 
activities will be arranged for those who 
wish to participate. 

Evening— 
“Secretarial Function in a Public Accoun- 
tant’s Office”. Speaker: Mr. V. L. Gole, 
company secretary, Melbourne. 


SUNDAY, APRIL 9 
Morning— 
“Time-Keeping and Costing in a Public 
Accountant’s Office”. Speaker: Mr. J. G. 
Orr, Messrs. Kennedy, Bowly and Manson, 
Chartered Accountants, Brisbane. Mr. Ort 
is a general councillor of the Society. 


“Use of Machines for Private Ledger Work 
in a Public Accountant’s Office”. Speaker: 
Mr. A. D. Bain, zone sales manager, 
Burroughs Ltd., Melbourne. Formerly in 
public practice in New Zealand. 


Convention closes 1 p.m. 








QUEENSLAND 


Practising Accountants’ Conference 


The first practising accountants’ conference 
to be arranged by the Queensland Division 
will be held on Friday and Saturday, June 23 
and 24. The conference will be held during 
the day and will consist of lectures, forum 
discussions and a film session. The tentative 
programme includes talks on the following 
subjects — “Problems of Recording Times and 
Assessing Fees’, ““How the Practising Account- 
ant can Help Management in the Small and 
Medium Business”, “Important Changes in 
Queensland Company Legislation” and “Statis- 
tical Sampling as Applied to Auditing”. Mr. 
J. A. L. Gunn will present a paper on a 
taxation subject. Brochures will shortly be 
issued to all members of the Division in public 
practice, but any other members who are 
interested may apply to the State Registrar 
for full information. 


Personal 
Mr. N. Ellemor, A.A.S.A., has been 
appointed managing director of Thomas 


Brown and Sons Ltd. of Eagle Street, Brisbane, 
and Messrs. R. H. Gough, F.A.S.A., and E. 
R. Kennedy, A.A.S.A., have been appointed 
general manager and Brisbane manager respec- 
tively of the company. 

Mr. R. G. Muller, A.A.S.A. has taken over 
the practice of Mr. Noel Dempsey following 
Mr. Dempsey’s appointment to the Taxation 
Board of Review No. 3. The address of the 
new firm, Dempsey, Muller & Company is 
239 Queen Street. Brisbane. 


SOUTH AUSTRALIA 


Personal 

Sir Frederick Drew, F.A.S.A., former State 
Under-Treasurer has been appointed chairman 
of the State Bank Board. He takes over from 
Mr. M. A. F. Pearce, A.A.S.A., who will leave 
for London shortly as Agent General and 
Trade Commissioner for South Australia. 

Mr. G. F. Seaman, F.A.S.A., State Under- 
Treasurer has been appointed a member of 
the State Bank Board. 


NEW SOUTH WALES 


Personal 
Mr. W. Jennings, A.A.S.A., has been 
admitted as a partner of the firm of Messrs. 
T. G. G. & G. A. Hawkins, public accountants. 
The name of the firm remains unchanged. 
Mr. F. D. Luxford, A.A.S.A., has been 
appointed controller-secretary of Gadsden- 


Hughes Ltd. 

Mr. J. F. J. Auswild, F.A.S.A., has been 
appointed to the Board of Commissioners of 
the Rural Bank of New South Wales. 
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WESTERN AUSTRALIA 


Personal 

Mr. W. N. Morrison, F.A.S.A. and Mr. R. 
H. Henderson, F.A.S.A. are members of the 
Special Committee of twenty appointed to 
launch the Commonwealth Technical Training 
Week. 

Mr. V. Peel, A.A.S.A., has been appointed 
as a representative of I.B.M. Australia Pty. 
Ltd. He will be concerned with the electric 
typewriter division of I.B.M. 

Mr. A. J. Sampson, F.A.S.A., has been 
appointed to the board of directors of Skipper 
Holdings Ltd. 

Mr. A. E. G. Cook, A.A.S.A., secretary of 
Charles Moore and Co. (W.A.) Pty. Ltd, 
recently attended a management conference at 
the group’s head office in Melbourne. 

Mr. O. I. Lovelock, A.A.S.A., has been re- 
elected vice-president of the Metal Industries 
Association of W.A. 

Mr. W. R. G. Mitchell, A.A.S.A., has been 
appointed one of the joint managers of the 
Royal Exchange Assurance Group. 

After paying subscriptions, for 28 years 
more than he need have done, Mr. Edward 
R. Browne-Cooper, F.A.S.A., now aged 93 
years has been transferred to the Special List. 
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AUSTRALIAN ACCOUNTANTS’ 
STUDENTS’ SOCIETY 


VICTORIA 


New Zealand Tour 

A party of students comprising ten member 
of the Victorian and one member of the New 
South Wales Divisions of the Australian 
Accountants’ Students’ Society returned on 5 
February from a 17-day visit to New Zealand 

The members of the party toured the North 
and South Islands, visiting government and 
commercial undertakings. They were enter- 
tained by Students’ Societies in Christchurch, 
Auckland and Wellington. These societies are 
members of the New Zealand Accountants 
Students’ Federation. 

One of the highlights of the tour was 4 
visit to the New Zealand Parliament House 
members of the party being the guests of the 
Hon. John Rae, Minister of Housing and 3 
former Councillor of the New Zealand Society 
of Accountants. 

On returning to Sydney the party was me 
by Mr. L. H. Talbot, F.A.S.A., president 0 
the New South Wales Division of the Aus- 
tralian Accountants’ Students’ Society. 

The Auckland Accountant Students’ Society 
is planning a reciprocal tour of Australia 
during next summer. 


Recent Lectures 


On 8 February, Mr. 
A.A.S.A., of Messrs. 


G. R. Thompsoa 
Kennedy, Smail & 
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Middlemiss spoke on the subject, “Distribu- 
tions in Intestacies”. On 17 February, Mr. H. 
H. Dalton of Messrs. Offmer Hadley & Co., 
spoke on the subject, “Standard Cost Expense 
Variances”. 


Approaching Lectures 

Thursday, April 6 at 6.30 p.m.: “Valuation 
of Shares” by Mr. V. L. Gole, F.A.S.A., 
AC.A.A., public accountant. Wednesday, April 
12 at 1.10 p.m.: “Principals and Agents” by 
Mr. G. W. A. Douglas, barrister and solicitor 
and Public Solicitor for Victoria. These lectures 
are to be held in the general meeting room at 
the Chamber of Manufactures, Flinders Street. 


SOUTH AUSTRALIA 


First Annual Seminar 

Gratifying success marked the first annual 
seminar organised by the South Australian 
Division of the Australian Accountants’ 
Students’ Society held at the Playford Build- 
ing of the Institute of Technology, Adelaide 
on 16 February. 

Beginning at 2 p.m. and continuing until 9 
p.m., with one hour’s intermission for tea, the 
seminar provided an opportunity to bring 
before the maximum attendance of 200 a 
well-balanced programme of interesting topics. 
The seminar was opened by Mr. L. H. Duncan, 
F.AS.A., president of the South Australian 
Division of the Australian Society of Account- 
ants and during the afternoon the speakers 
were Mr. W. K. Walker, A.A.S.A.. on the 
topic. “What Management Expects From the 
Commercial Accountant”, and Mr. E. H. 
Burgess, A.U.A., F.C.A., whose subject was 
“The Accountant in Practice and His Duty 
to the Community”. 

The evening session comprised an address 
on the subject of “Trends in Accounting 
Education and the Role of the Accountant” 
by Mr. L. A. Braddock, B.Ec., F.A.S.A. and 
this was followed by a commentary and 
discussion. 


— $= 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


NEW SOUTH WALES 


Annual Meeting 

The annual meeting of the Division was 
held during March when a good attendance 
Was present at Paling’s concert hall. During 
the evening membership certificates were pre- 
sented by the State president, Mr. Keith 
Fleming. 


Visit to Wine Cellar 

During March members had the opportunity 
‘0 enjoy an inspection of Penfolds Wines Pty. 
Lid. The large group of visitors was escorted 
through the cellars and later watched the 
bottling process. The thanks of the Division 
are extended to the management of Penfolds 
Wines Pty. Ltd. for making the visit possible. 
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Coming Events 

The Activities Committee under the chair- 
manship of State vice-president, Mr. Keith 
Peterson, has planned the following functions 
for 1961. 

An appreciation course on punched card 
accounting will be conducted by LC.T. Cor- 
poration. Attendance at the first course is 
limited but 2 second course will be conducted 
if a larger number seeks to enrol. 

It is proposed to hold a one-day seminar 
on the theme “Management Reporting” during 
June. This activity is being planned by a com- 
mittee headed by Mr. H. L. Sainsbury. 





EXAMINATION FOR CERTIFICATE AS 
LOCAL GOVERNMENT AUDITOR — 
QUEENSLAND 


An examination for certificate as Local 
Government Auditor under The Local Govern- 
ment Acts, 1936 to 1960 will be held on Friday. 
June 16. The closing date of applications is 
Tuesday, May 9. 

Application forms are available from the 
Local Government Auditors Board, Room 
220, Executive Building, Brisbane, (Box 676K. 
G.P.O., Brisbane). 

The following exemptions from subjects in 
examination apply: All subjects except laws 
relating to Local Government exempted for 
members of recognised accountancy institutes 
and associates in accountancy of the University 
of Queensland; public accountants registered 
under The Public Accountants Registration 
Acts, 1946 to 1954 or persons who satisfied 
the examination on requirements of the Public 
Accountants Registration Board of Queens- 
land. 

All subjects except Local Government Book- 
keeping and Local Government Auditing 
exempted for barristers and solicitors of the 
Supreme Court of Queensland. 

All subjects except Local Government Audit- 
ing exempted for holders of Local Government 
Clerks’ Certificates. 

The Acts, etc., recommended for study are 
The Local Government Acts, 1936 to 1960, 
and audit regulations thereunder, and The 
Stock Routes and Rural Lands Protection Acts, 
1944 to 1951, and audit Regulations there- 
under, so far as such Acts and Regulations 
relate to the accounts and the audit of accounts 
of local authorities, and the powers and duties 
of officers and servants of local authorities 
under and in relation to such Acts and Regula- 
tions. These publications may be obtained 
from the Government Printer, Brisbane, the 
cost being as follows:— 

The Local Government Acts with Regula- 

tions, £2/4/9 plus 2/2 postage. 

The Stock Routes and Rural Lands Protec- 
tion Acts with Regulations complete, 8/- 
plus 8d. postage. 

Intending candidates will be notified of 

arrangements made for the examination after 
the closing date of applications. 








PROFESSIONAL NOTICES 


Rate per line 5/-; minimum per insertion 15/.. 


ACCOUNTANCY: The following position 
is available with a Sydney firm of chartered 
accountants. Duties: SENIOR CLERK, direct- 
ly responsible to the partners in charge of the 
audit work for clients in a variety of industries. 
There are excellent opportunities of gaining 
further experience in taxation and company 
procedures, as well as business affairs generally. 
Qualifications: Applicants should preferably be 
aged up to 35 and qualified with a recognized 
institute or be close to qualification. Previous 
professional experience is desirable but con- 
sideration will be given to applicants with 
good commercial experience. Conditions: 
This is a permanent position on our senior 
staff, and the successful applicant’s salary will 
be fixed in accordance with present conditions. 
All salaries are subject to regular review. 
Holmes & Perks, Chartered Accountants, 
18/26 Bond Street, Sydney. BU 5532. 


YOUNG ACCOUNTANT, 20 to 25 years, 
required by old-established Melbourne firm 
of chartered accountants for general audit 
work under supervision of partners or senior 
members of staff. This position offers good 
prospects for advancement with variety of 
experience. Staff superannuation. Salary 
commensurate with experience and qualifica- 
tions. Apply in writing with references, to 
Hooke & Graham, 400 Collins Street, Mel- 
bourne. All applications will be treated as 
confidential. 


CALCULATORS: Griffiths 40-hour wages 
calculator 42/-; Griffiths tax instalments cal- 
culator 15/-; . C. Publishing Co., G.P.O. 
Box 5045, Sydney. 


PRACTICE REQUIRED IN BRISBANE. 
Brisbane practice, preferably with bulk of 
taxation work, is required. Purchaser will pay 
good price for suitable practice. Please reply 
Box No. 719, c/- Australian Society of Ac- 
countants, Box 1161P, G.P.O., Brisbane. 


POSITION VACANT — Chartered account- 
ant requires male accountant, aged 19-30. Not 
necessarily qualified. Small staff allows oppor- 
tunity for advancement in expanding practice. 
Apply No. 733, c/- Australian Society of 
Accountants, 37 Queen Street, Melbourne. 


WANTED TO PURCHASE — Accountancy 
and taxation practice in coastal or handy 
country town in New South Wales or Queens- 
land. Forward fullest details, in strictest 
confidence, to assist decision for an early 
inspection. Reply No. 739, c/- Australian 
Society of Accountants, 5 Bligh Street, Sydney. 
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ACCOUNTANT 


This will interest qualified or near-qualified 
young men between the ages of 24 and 29 


BURROUGHS LTD., 


a world wide business machines manufacturer 
is seeking young men for its expanding 
marketing and systems design organisation. 
These are “growth” positions with a total 
absence of routine: with high remuneration 
and excellent opportunities to achieve manage- 
ment status. 

Burroughs offers secure, career positions 
providing scope for initiative and the oppor- 
tunity to use your accounting knowledge in 
to-day’s all-important sphere of methods and 
organisation. 

Attractive superannuation benefits after a 
short qualifying period. 

Full details — age, schooling and experience 
—jin strictest confidence to Mr. H. C 
Featherston, P.O. Box 109, St. Kilda. 


SEARCHES, lodging and all other matters 
at Companies and Business Name Branches 
attended to. Company Services (Vic.) (John 
Lloyd, ex-Deputy Registrar General and As 
sistant Registrar of Companies), 443 Little 
Collins Street, Melbourne. Tel. 67 3861. 


WANTED TO BUY—Accountancy practice, 
city or country with fees in excess of £7,000 
Adequate capital available. Reply No. 737, 
c/- Australian Society of Accountants, Empire 
House, Wharf Street, Brisbane. 


BANK OFFICER, aged 34 with 19 years 
banking experience wishes to enter public 
accounting in Queensland or northern New 
South Wales, view admission to partnership 
after training period. Capital available. 
Qualifications, A.A.S.A., A.B.LA. Capable and 
energetic. Replies to No. 738, c/- Australian 
Society of Accountants, G.P.O. Box 1I6IP, 
Brisbane. 


PRACTICE FOR SALE—Long-established 
practice, consisting mainly of taxation work 
Gross fees, £6,500. Operating in westem 
suburbs area. For sale due to ill-health of 
the principal. Modern, well-lit office, approx 
mately 400 square feet in centre of shopping 
centre, new carpet, complete schedule of platl 
and fittings. Plenty of scope for expansion 
Cash transaction only considered. Reply N° 
734, c/- Australian Society of Accountants, ° 
Bligh Street, Sydney. 


The Australian Accountant, March, 196! 





ACCOUNTANT, male, required for public 
accountants’ office, Melbourne. Duties: To 
take charge of the financial bookkeeping of 
client companies and company-groups and to 
assume gradual control of work done for 
small businesses. Qualifications: A.A.S.A., 
some years’ professional experience essential, 
with emphasis on taxation, company secre- 
tarial and small businesses. Age group, 25-35. 
Prospects: Salary to commence £1,560 p.a., 
eventual admission to partnership for suitable 
man. Applications will be treated in strictest 
confidence and should be in own handwriting 
setting out full details of experience to Mr. 
R. G. Bittner, 43 Elizabeth Street, Melbourne. 


PERTH PUBLIC ACCOUNTANT seeks 
correspondents in other State capitals. Avail- 
ability of Dutch speaking staff an advantage, 
but not essential. J. van der Wal, A.A.S.A., 
135 St. George’s Terrace, Perth, W.A. 


ACCOUNTANT—qualified or near-qualified 

required for responsible position in public 
accountant’s office in Katoomba, N.S.W. 
Previous experience in an accountant’s office 
is essential. Excellent prospects and condi- 
tions, liberal salary. Accommodation may be 
arranged. Reply stating full details experi- 
ence, age, marital status, etc. to K. A. 
Murdoch, public accountant, P.O. Box 40, 
Katoomba, N.S.W. 


QUALIFIED ACCOUNTANT—Position or 
partnership required in Queensland or northern 
NS.W., preferably with sole practitioner, hav- 
ing gross fees in excess of £5,000, and wishing 
to retire over a period. Applicant in late 
twenties, married, ambitious and keen on 
taxation work. Apply Box No. 735, Aus- 
tralian Society of Accountants, Empire Build- 
ing, Wharf Street, Brisbane, Queensland. 


POSITION REQUIRED — Young account- 
ant (married) with all qualifications and 
extensive experience requires opportunity of 
eventual partnership in an accounting practice. 
Prepared to work hard and live anywhere in 
Australia. Replies to No. 736, c/- Australian 
— of Accountants, 37 Queen Street, Mel- 

urne. 


WANTED TO BUY 


ACCOUNTANCY PRACTICE 


Our client is interested in purchasing or 
merging with an existing accounting or consult- 
ing practice in the metropolitan area. Enquiries 
may be directed to Mr. J. R. Waite at 26-2902 
or by letter to: 

John R. Waite & Associates, 
Personnel & Vocational Consultants, 
44 Adams Street, South Yarra, Victoria. 

All negotiations will be treated in the strictest 

idence. 
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FIELD REPRESENTATIVE 


Business Management 

General Motors-Holden’s Pty. Ltd., desire 
to place an experienced accountant or com- 
merce graduate in their sales department for 
the position of Field Representative—Business 
Management. 

The successful applicant would be required 
to travel extensively and should be capable 
of performing the following duties— 

1. Installation and supervision of a standard 
accounting system and business manage- 
ment programme for GMH dealerships. 

. Training of dealer’s accounting staff in the 
above operations. 

This is an interesting opportunity for an 
alert ambitious man of 30 years or over with 
a good personality and experience and who 
wishes to establish his future in this expand- 
ing organisation. Applications giving details 
of age, qualifications and experience will be 
treated in strict confidence and should be 
made to the 


Employment Supervisor, 
General Motors-Holden’s Pty. Ltd., 
Box 1714, Melbourne. 


WANTED—A_ qualified accountant for 
practice in northern Victoria. Must have 
practical experience in auditing and taxation 
work. Commencing salary, £1,500. Possibility 
of partnership for suitable applicant. Apply 
in writing to C. J. Batchelor & Co., Box 374, 
Mildura. 


ACCOUNTANT—A Newcastle firm of 
chartered accountants has a vacancy for a 
qualified or near-qualified accountant to fill a 
senior staff position in an expanding practice. 
Applicants should have professional or busi- 
ness experience and the personal qualifications 
which fit them to take responsibility and work 
with a minimum of supervision. Commencing 
salary range is from £1,150 to £1,500 per 
annum with ample scope for advancement. 
Apply in writing to C. J. Cutcher & Neale, 
57 Watt Street, Newcastle. 


SENIOR FEMALE CLERK required for 
duties in controller's and chief accountant’s 
department on cash accounting and debtors 
ledger supervision. Excellent student oppor- 
tunity. Commencing salary to £16 per week. 
Phone 34-0266, Personnel Officer, The Royal 
Melbourne Hospital. 


MEMBER with small office has time to 
assist other practitioners at reasonable fee. 
Experienced in most types of work. Gordon 
Quinn, 150 Queen Street, Melbourne. Phone 
67-6624. 
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YOU CAN DO iT BETTE 





with B&P 
pocket 


Mailing, Packaging, Systems . . . 


® 


nvelopes 
there is a B& P pocket envelope for 
the job . .. right in size, shape. 
strength. 


More than 80 different standard 
sizes! Nine standard paper qualities. 
Any shape, size and quality made to 
order! No wonder so many problems 
are solved with B&P “pockets”. 
Call in B & P early in your planning. 
Their expert advice can save you 
valuable time and money, result in a 
better job. 


<-———-——— ~~ _ | 





Colour Printing . . . B&P colour 
design specialists will prepare colour 
sketches for you without obligation. 





Sizes . . . the largest range more 
than 80 standard paper qualities and 
sizes, from 2} x 2} up to 17 x 22 ins. 


FREE Samples . . . Please phone or 


write on your company letterhead to — 


























Besley & Pike Pty. Ltd. 


(Inc. in Qld.) 

Manufacturers of the largest range of Envelopes in Australia — 

Postal — Packaging — Systems 

Sales Offices in Four States: 

Perry House, Elizabeth St., Brisbane. Phone 5 215! 

324 Spencer St., Melbourne, C.|!. Phone 30 3016 
GUARANTEED 13 Meeks Rd., Marrickville, N.S.W. Phone 51 379! 
QUALITY Box 17, Post Office, North Hobart, Tasmania 
Head Office & Factory: 93 Alfred Street, Valley, Brisbane 


PRODUCTS 
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Uniform Legislation makes this work useful in all States 


~ HIRE-PURCHASE LAW 


BASED ON THE HIRE-PURCHASE ACT, 1960 (N.S.W.) 
ANNOTATED AND EXPLAINED 
Together with a comparative table of sections of the various 
Hire-Purchase Agreement Acts of the Australian States 


BY 


THE HONOURABLE R. ELSE-MITCHELL 
A Judge of the Supreme Court of New South Wales 


an 
R. W. PARSONS, B.A., LL.B. 
Barrister-at-Law 
Associate Professor of Commercial Law, University of Sydney 
THIRD EDITION 
Everyone concerned with hire-purchase transactions will find much of value in this well- 
known work on Hire-Purchase Law. 
SUMMARY OF CONTENTS 
Hire Purchase Act 1960 with notes Statutory Table of Rebates and Hiring Charges 
Hire Purchase Regulations 1960 Appendix of Forms 








A comparative table of sections of the various Hire Purchase 
Acts of the Australian States 


PRICE: £3/10/- 














Share Register Practice 


being the procedure and practice concerned with the establishment and 
maintenance of share and debenture registers 
BY 
C. W. KERRY, F.C.LS., 


Formerly Share Registrar of Mayne Nickless Ltd., and Secretary of Collier’s Transport Ltd. 





This book is up-to-date and includes a chapter on the Common- 
wealth legislation dealing with Dividend (Withholding) Tax 











This book fills a long-felt need. It sets ments has been stressed, throughout. There- 


out in simple terms the many practical 
details which will be encountered in open- 
ing and maintaining a Company's Share 
Register. 

It covers both manual and mechanical 
systems. 

As far as possible, subject matter has 
been grouped for both continuity and easy 
reference. A wide range of specimen forms 
has been provided. 

Liaison between executives and depart- 


fore, it should prove a useful reference 
book for all who are seeking fundamental 
knowledge in the management of a Com- 
pany Share Register. 

The author is well qualified to write such 
a work. He has had wide experience in 
this branch of company administration and 
is an acknowledged expert in the procedure 
and practice concerned with the establish- 
ment and maintenance of share and de- 
benture registers. 


Contents include— 
The Share Department; Share Registers; Capital; Share Certificates; Transfers; Dividends 
and Interest; Annual Returns; Dividend (Withholding) Tax; Specimen Forms, 1-60. 


PRICE: £3/10/- 


THE LAW BOOK CO. OF AUSTRALASIA PTY LTD. 


140 Phillip Street, 456 Little Collins Street, 30 Adelaide Street, 
SYDNEY MELBOURNE BRISBANE 
28-8041 67-7888 2-8882 
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not nearly 
so much as the 





























For further details of Steelbilt 
Fine Furniture and Office Equip- 
ment, contact the Steelbilt PERSONAL EXECUTIVE 
Division of Wormald Brothers CUPBOARDS 
in your capital city. SLIDING-DOOR CUPBOARDS 


EXECUTIVE CUPBOARDS 


A WORMALD BROTHERS INDUSTRY $S-179-HP 
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Student Needs 


to meet Australia’s future Accounting requirements and his own 


GUIDANCE 

DEVELOPMENT OF CONFIDENCE 
ACQUISITION OF KNOWLEDGE 
EXAMINATION PASS 
PROGRESS IN A CAREER 


Are some of the many requisites important to an Accountancy Student. 


Wise counsel, mutual co-operation, acquirement 
of knowledge from experienced Coaching Mas- 
ters help to secure results and make progress. 


L.W. CHANT, Coaching Specialist 


of many years experience 


at Hosking House, Penfold Place, Sydney; 
with his Assistants, are available to you. 


START EARLY FOR YOUR CAREER DEVELOPMENT Phone 28-1596. 

















ACCOUNTING MACHINE 
FOR SALE 


to the NEW REMINGTON 124D 18” CARRIAGE 
PYROX Magictape Recorder © ae, Weey gee antes 


£300 


Everything sounds superb on the new Pyrox 
Magictape recorder .. . everything “plays back’’ Contact 

just the way you recorded it. See the new 3 

speed 2 speaker Magictape at your favourite MACHINED OFFICE RECORDS 
music or radio store today ... you'll be sur- 
prised that so much quality, so much enjoyment, Sydney. XM 7042. 
could cost so ittle. 


Check these NEW 








Magictape features 
ORepuede — 13”, 32” 





7” per sec. —gives : 
AR hours 4 Agents throughout Commonwealth and New 
e per tape. aN j . 

0 Twin speakere—for f j Zealand. Also in London and New York. 
gl” we Cable & Telegraphic Address: 
cording position in- ee “JEFFSTOCK"”, MELB. 
dicator, 
@ Fast rewind, fast 


7 
forward, 
STI one one Eric R. Jeffery & Son 
oo tone con- 
Members of the Stock Exchange of Melbourne 


PY 4 oO X LTD. STOCK EXCHANGE SUILDINGS 


Se ee i aan 422-426 Little Collins Street, Melbourne C.1 


47-51 P; dney. UL 0251 
arramatta Rd., Concord, Sy y. ao Telephones: 67-9171 
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34-S4 LOUIS STREET CHIPPENDALE, SYDNEY 
7 2 e - ? 


e MULTIPLE SET FORMS 


Incorporating Uni-set processing with one time carbon or NCR 
No Carbon Required paper. 


e NEVER DRY SPCT CARBON 


Guaranteed 5 years — will not dry out and will produce up to 
six sharp copies. 


e ACCOUNTING MACHINE STATIONERY 


Special forms designed — accuracy and registration assured — many 
forms carried as stock lines. 


e SEALO — PRESEALED LETTERS 


Speedy method for processing overdue account letters. 


WILSON BROS.(4.2.. PUL 














PHONE 69-1016 AND ARRANGE FOR A DEMONSTRATION 














. . RECONDITIONED REMINGT 
OR BURROUGHS ACCOUNTING MACHI 
ARE A SOUND ECONOMICAL INVEST 


1. Satisfactory Performance SALES ax SERVICE 


2. Five-year Guarantee l 
3. Cost=i of the New Price 








Maintenance of Remington Machines: 


Sem/-Flectric £15-15-0 All-Electric £20-0-0 


BOOKKEEPING MACHINES PTY. LTD. 


214 Queensberry Street, Melbourne. Vic. Phone: FJ) 371 
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